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BALANCED-BUDGET  AMENDMENT  TO  THE 

CONSTITUTION 


TUESDAY,  FEBRUARY  15,  1994 

U.S.  Senate, 
Subcommittee  on  the  Constitution, 

Committee  on  the  Judiciary, 

Washington,  DC. 
The  subcommittee  met,  pursuant  to  notice,  at  8:35  a.m.,  in  room 
SD-226,  Dirksen  Senate  Office  Building,  Hon.  Paul  Simon,  (chair- 
man of  the  subcommittee),  presiding. 

OPENING  STATEMENT  OF  HON.  PAUL  SIMON,  A  U.S.  SENATOR 
FROM  THE  STATE  OF  ILLINOIS 

Senator  SiMON.  The  hearing  will  come  to  order. 

We  are  holding  hearings  on  the  proposed  constitutional  balanced- 
budget  amendment.  History  is  likely  to  view  the  next  few  weeks  as 
a  turning  point,  either  toward  fiscal  responsibility  and  a  brighter 
economic  and  political  future  for  generations  to  come,  or  a  continu- 
ation down  the  slippery  path  of  fiscal  irresponsibility  and  eventual 
monetary  disaster.  The  more  comfortable  political  path  is  to  con- 
tinue to  borrow  from  the  future  with  little  thought  for  tomorrow. 
The  wiser,  more  difficult  path  is  to  place  on  ourselves  a  constitu- 
tional restraint,  which  Thomas  Jefferson  recommended. 

In  1986,  the  Senate  failed  by  one  vote  to  pass  a  balanced-budget 
amendment  to  the  Constitution.  At  that  point,  the  national  debt 
was  $2  trillion.  The  big  argument  heard  then  was:  "We  can  balance 
the  budget  without  a  constitutional  amendment."  Today,  the  na- 
tional debt  is  $4.4  trillion  instead  of  $2  trillion,  and  the  big  argu- 
ment is:  "We  can  balance  the  budget  without  a  constitutional 
amendment."  How  long  are  we  going  to  continue  to  try  to  fool  our- 
selves and  the  American  people? 

In  politics  it  is  easier  to  duck  a  difficult  decision  than  to  face  it. 
We  need  the  discipline  of  a  constitutional  amendment  to  force  us 
to  face  fiscal  realities. 

Every  other  generation  of  Americans  took  care  of  themselves  and 
invested  in  the  future.  We  are  the  first  generation  of  Americans  to 
partially  take  care  of  ourselves  and  borrow  from  the  future. 

That  borrowing  in  the  last  decade  cost  us  5  percent  in  national 
growth.  According  to  two  studies,  it  is  responsible  for  between  37 
percent  and  56  percent  of  the  trade  deficit.  It  is  causing  interest 
to  become  the  fastest  growing  item  in  the  Federal  budget,  squeez- 
ing out  our  response  to  social  programs.  This  year,  the  gross  inter- 
est payment — $800  million  a  day  for  interest — will  be  twice  as 
much  as  we  spend  on  all  our  poverty  programs,  eight  times  as 

(1) 


much  as  we  spend  on  education.  The  deficit  also  causes  a  massive 
redistribution  of  wealth,  taking  from  people  of  limited  means  and 
giving  to  those  who  are  more  fortunate — and,  increasingly,  those 
beyond  our  borders.  According  to  the  General  Accounting  Office, 
the  debt  is  fairly  dramatically  reducing  the  potential  income  of 
Americans  who  will  live  in  the  year  2020. 

Finally,  and  most  important,  we  are  headed  inexorably  toward 
monetizing  our  debt — just  printing  money — unless  we  have  a  con- 
stitutional restraint.  A  debased  currency  threatens  Social  Security, 
family  savings,  and  political  stability.  It  does  no  good  to  get  $1,000 
a  month  in  Social  Security  if  a  loaf  of  bread  costs  $100. 

The  purpose  of  a  constitutional  amendment  is  to  express  philoso- 
phy and  to  restraint  governmental  abuse.  No  one  should  differ  with 
the  philosophy  of  pay-as-you-go  government,  and  no  one  can  study 
the  past  25  years  of  successive  deficits  without  recognizing  that 
there  has  been  governmental  abuse  that  must  be  halted. 

Our  proposal  is  not  as  rigid  as  the  one  Thomas  Jefferson  favored; 
he  would  have  prohibited  all  government  borrowing.  We  propose 
that  in  recessions  or  emergencies,  with  a  60-percent  vote  of  both 
Houses,  there  can  be  a  deficit.  But  we  clearly  need  some  discipline. 

[Text  of  Senate  Joint  Resolution  41  follows:] 


n 


103d  congress 
1st  Session 


S.  J.  RES.  41 


fVoposing  an  amendment  to  the  Constitution  of  the  United  States  to  require 

a  balanced  budget. 


IN  THE  SENATE  OF  THE  UNITED  STATES 

February  4  (legislative  day,  January  5),  1993 
Mr.  SiMO.N"  (for  himself,  Mr.  Hatch,  Mr.  DeCoxcim,  Mr.  TnuRMONB,  Mr. 
Heflin,  Mr.  Craig,  Mr.  Kohl,  Mr.  Grassley,  Ms.  Moseley-Braun, 
Mr.  Brown,  Mr.  Daschle,  Mr.  Cohen,  Mr.  Bryan,  Mr.  Pressler, 
Mr.  Shelby,  Mr.  Bennttt,  Mr.  Graham,  Mr.  Smith.  Mr.  Krueger, 
Mr.  KENrpTHORN-E,  Mr.  Mathews,  Mr.  Nickles,  Mr.  Campbell,  and 
Mr.  LUGAR)  introduced  the  follo\^ing  joint  resolution;  which  was  read 
twice  and  referred  to  the  Committee  on  the  Judiciary 


JOINT  RESOLUTION 

Proposing  an  amendment  to  the  Constitution  of  the  United 
States  to  require  a  balanced  budget. 

1  Resolved  by  the  Senate  and  House  of  Representatives 

2  of  the  United  States  of  America  in  Congress  assembled, 

3  (two- thirds  of  each  House  coyicuning  therein),  That  the  fol- 

4  lowing  article  is  proposed  as  an  amendment  to  the  Con- 

5  stitution,  which  shall  be  valid  to  all  intents  and  purposes 

6  as  part  of  the  Constitution  when  ratified  by  the  legisla- 

7  tures  of  three-fourths  of  the  several  States  within  seven 


2 

1  years  after  the  date  of  its  submission  to  the  States  for 

2  ratification: 

3  "Article  — 

4  "Section  1.  Total  outlays  for  any  fiscal  year  shall 

5  not  exceed  total  receipts  for  that  fiscal  year,  unless  three- 

6  fifths  of  the  whole  number  of  each  House  of  Congress  shall 

7  provide  by  law  for  a  specific  excess  of  outlays  over  receipts 

8  by  a  rollcall  vote. 

9  "Section  2.  The  limit  on  the  debt  of  the  United 

10  States  held  by  the  public  shall  not  be  increased,  unless 

1 1  three-fifths  of  the  whole  number  of  each  House  shall  pro- 

12  \'ide  by  law  for  such  an  increase  by  a  rollcall  vote. 

13  "Section  3.  Prior  to  each  fiscal  year,  the  President 

14  shall  transmit  to  the  Congress  a  proposed  budget  for  the 

15  United  States  Government  for  that  fiscal  year,  in  which 

16  total  outlays  do  not  exceed  total  receipts. 

17  "Section  4.  No  bill  to  increase  revenue  shall  become 

18  law  unless  approved  by  a  majority  of  the  whole  number 

19  of  each  House  by  a  rollcall  vote. 

20  "Section  5.  The  Congress  may  waive  the  pro\nsions 

21  of  this  article  for  any  fiscal  year  in  wliicli  a  declaration 

22  of  war  is  in  effect.  The  pro\isions  of  this  article  may  be 

23  waived  for  any  fiscal  year  in  wliich  the  United  States  i.s 

24  engaged  in  militaiy  conflict  which  causes  an  imminent  and 

25  serious  militarv  threat  to  national  security  and  is  so  de- 
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3 

1  clared  by  a  joint  resolution,  adopted  by  a  majority  of  the 

2  whole  number  of  each  House,  which  becomes  law. 

3  "Section  6.  The  Congress  shall  enforce  and  imple- 

4  ment  this  article  by  appropriate  le^slation,  which  may  rely 

5  on  estimates  of  outlays  and  receipts. 

6  "Section  7.  Total  receipts  shall  include  all  receipts 

7  of  the  United  States  Government  except  those  derived 

8  from  borrowing.  Total  outlays  shall  include  all  outlays  of 

9  the  United  States  Government  except  for  those  for  repay- 

10  ment  of  debt  principal. 

11  "Section  8.  This  article  shall  take  effect  beginning 

12  with  fiscal  year  1999  or  with  the  second  fiscal  year  begin- 

13  ning  after  its  ratification,  whichever  is  later.". 
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Senator  Simon.  We  are  very  pleased  to  have  in  the  next  3  days 
a  series  of  distinguished  witnesses,  and  I  am  pleased  as  our  start- 
off  witness  to  have  my  former  colleague  in  the  House,  who  moved 
on  over  to  the  Senate,  Paul  Tsongas,  former  Senator  from  Massa- 
chusetts. We  welcome  you  here.  And  I  might  add  he  is  a  co-chair 
of  the  Concord  Coalition,  which  he  co-chairs  with  our  former  col- 
league. Senator  Warren  Rudman. 

STATEMENT  OF  HON.  PAUL  E.  TSONGAS,  FORMER  U.S.  SEN- 
ATOR FROM  THE  STATE  OF  MASSACHUSETTS,  AND  CO- 
CHAm,  CONCORD  COALITION 

Senator  TsONGAS.  Thank  you.  Senator,  I  am  going  to  be  speaking 
on  behalf  of  myself  and  Senator  Rudman,  and  the  Concord  Coali- 
tion has  officially  endorsed  your  amendment.  The  specific  words 
are  mine.  Senator  Rudman  is  out  of  the  country,  insisting  on  mak- 
ing a  living,  and  so  he  was  not  able  to  review  the  actual  language. 

Let  me  say  that  you  and  I  have  known  each  other  for  20  years 
now,  and  I  suspect  that  this  may  be  the  most  important  thing  we 
do  after  all  those  years  of  public  office. 

You  and  I  are  here,  and  everybody  else,  because  of  one  simple 
truth — that  is,  that  the  leadership  of  this  country,  in  both  parties, 
lacks  the  political  discipline,  the  political  will  to  balance  the  budg- 
et. That  is  simply  a  fact.  And  what  is  more  alarming  is  that  that 
has  been  true  for  a  full  generation. 

We  have  in  this  country  six  living  Presidents  and  former  Presi- 
dents. Not  one  of  them  ever  signed  a  balanced  budget.  Two  Demo- 
crats, four  Republicans — not  one. 

In  the  U.S.  Senate  there  are  100  Senators,  93  of  whom  never 
voted  for  a  balanced  budget.  Only  one,  Strom  Thurmond,  voted  for 
more  than  one. 

Of  the  435  Members  of  the  House,  411  never  voted  for  a  balanced 
budget.  So  it  is  pretty  clear  that  we  have  now  accepted  deficit 
spending  as  American  as  apple  pie.  It  is  simply  what  we  are.  We 
are  addicted  to  it. 

Back  in  the  1970's,  there  was  a  lot  of  discussion  about  tax  and 
spend,  and  you  can  argue  that  both  ways.  But  what  we  have  done 
since  is  spend  and  borrow.  However  you  make  the  arguments 
against  tax  and  spend,  at  least  we  paid  for  it.  And  I  think  it  is 
clear  that  spend  and  borrow  is  generationally  immoral.  That  is  a 
dimension  that  the  Concord  Coalition  seeks  to  bring  to  this  discus- 
sion. 

You  went  through  the  numbers.  From  George  Washington  to 
Jimmy  Carter,  less  than  $1  trillion  of  debt.  And  Ronald  Reagan 
and  George  Bush  alone  added  $3  trillion,  and  this  administration 
in  the  first  term  will  add  something  like  $800  billion.  All  of  that 
is  now  left  to  our  children.  And  what  is  disturbing  is  there  is  no 
apparent  remorse.  We  just  do  it. 

The  difference  between  this  kind  of  addiction  and  normal  addic- 
tion is  that  people  who  get  hurt  by  a  personal  addiction  are  the 
people  who  are  addicted;  whereas,  in  this  case,  the  people  who  get 
hurt  are  not  those  who  vote  for  the  deficits.  So  you  have  a  very  un- 
equal set  of  circumstances. 


I  would  like  to  briefly  talk  about  the  economic  issues.  I  know 
Fred,  who  is  behind  me,  will  address  those  as  well,  and  I  am  only 
going  to  do  this  very  briefly. 

Your  budget  this  year  is  going  to  spend  $212  billion  in  interest 
on  the  debt.  Now,  you  do  not  have  to  be  an  economist  or  rocket  sci- 
entist to  figure  out  that  if  that  money  was  spent  on  the  industrial 
base  of  this  country,  there  would  simply  be  more  jobs.  It  is  also  ob- 
vious that  if  you  kidnap  between  70  and  80  percent  of  your  na- 
tional savings  to  pay  the  deficit,  the  same  thing  applies.  The  net 
result  of  that  in  the  real  world  is  that  average  families  do  not  have 
jobs.  So  this  morning  all  across  this  country,  people  are  waking  up 
in  families  that  are  jobless,  suffering  all  the  pain  of  that,  and  it 
was  not  their  doing.  It  was  the  doing  of  their  leaders.  And  that  is 
simply  not  fair. 

Let  me  say  that  I  served  here  for  10  years,  and  I  have  great  re- 
spect for  my  colleagues  in  the  House  and  the  Senate.  But  if  you  ask 
yourself  why  are  these  deficits  always  voted,  the  answer  is  very 
simple;  that  is,  there  are  a  lot  of  votes  in  deficit  spending.  There 
are  no  votes  in  fiscal  discipline.  What  you  have  here  is  a  sad  case 
of  pursuit  of  self  as  opposed  to  pursuit  of  what  is  in  the  national 
interest. 

The  balanced-budget  amendment  is  simply  a  recognition  of  that 
human  behavior.  It  is  not  so  much  an  indictment  of  the  people  who 
are  here  now  as  it  is  simply  a  reflection  this  is  how  people  act  in 
a  democracy.  They  act  to  maximize  their  votes,  and  in  this  particu- 
lar case,  the  addiction  to  deficit  spending  takes  them  in  a  particu- 
lar direction. 

Now,  the  Base  Closing  Commissions  were  set  up  for  one  particu- 
lar reason — that  is,  the  recognition  of  the  political  realities — and 
your  balanced-budget  amendment  basically  does  the  same  thing. 

Let  me  finish  with  two  thoughts.  One,  people  say  you  cannot  bal- 
ance the  budget.  That  is  nonsense.  The  Concord  Coalition  issued  in 
September  "The  Zero  Deficit  Plan."  It  is  no  big  deal.  If  this  is 
undue  sacrifice,  then  this  is  not  the  country  I  think  it  is.  Sacrifice 
means  you  would  die  for  your  country.  Sacrifice  means  you  would 
give  a  great  deal.  This  is  marginal. 

My  final  comment  is  more  of  a  personal  note.  I  celebrated  my 
53rd  birthday  yesterday.  Now,  most  people  look  at  birthdays  as  an 
agony,  but  given  what  I  have  been  through  in  my  life,  every  birth- 
day is  a  triumph.  And  10  years  ago  plus,  when  I  was  diagnosed, 
as  I  served  here,  with  cancer,  one  of  the  great  concerns  I  had — in 
fact,  the  most  troubling — was  thinking  of  my  2-year-old  child  and 
the  prospect  that  she  would  never  know  who  her  father  was.  And 
the  reason  that  had  such  impact  on  me  beyond  the  obvious  is  that, 
as  a  child,  I  had  the  same  circumstance;  that  my  mother  had  tuber- 
culosis and  I  never  knew  her.  I  have  no  remembrance  whatsoever 
of  my  mother.  And  so  there  is  this  bitterness  about  history  repeat- 
ing itself 

Well,  obviously  it  worked  out,  and  I  am  here,  and  that  2-year- 
old  is  now  a  very  troublesome  12-year-old,  and  Ufe  goes  on. 

Senator  SiMON.  I  hope  she  is  watching  right  now. 

Senator  TSONGAS.  I  hope  not.  [Laughter.] 

But  what  happened  to  me  during  that  period  of  time  was,  forcing 
me  for  the  first  time  to  actually  think  about  my  mother,  I  began 
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to  think  in  terms  of  generations.  And  I  never  thought  that  way  be- 
fore, and  it  has  been  a  dominant  thought  process  since  then. 

The  fact  is  that  what  we  are  doing  is  dooming  our  children,  and 
the  notion  that  you  can  love  a  child  and  still  do  this  means  it  has 
not  been  thought  through.  You  have  numbers  up  here  about  what 
our  children  will  be  dealing  with  if  you  look  at  what  FICA  is  going 
to  be  in  the  future.  The  fact  that  our  generation  could  have  con- 
ceived of  having  a  consumptive  life-style  in  leaving  all  that  debt  be- 
hind can  only  happen  if  we  do  not  go  home  at  night  and  look  at 
our  kids  and  grandkids  and  feel  something. 

It  seems  to  me  that  you  spoke  about  all  the  generations  that 
came  before  us,  and  as  I  would  reflect  upon  my  father  and  my 
mother  and  my  grandparents,  what  I  would  remember  most  of  all 
was  their  view  of  their  obligation  to  me.  And  there  was  a  sacred- 
ness  to  that.  And  we  are  the  first  generation  to  not  see  that  sacred- 
ness,  not  to  honor  it,  but  to  be  comfortable  in  this  consumption  and 
then  taking  all  that  debt  and  leaving  it  to  the  next  generation 
without  any  angst.  That  is  not  economics.  It  is  not  politics.  It  is 
something  larger.  And  what  the  Concord  Coalition  is  trying  to  do 
is  to,  in  essence,  travel  the  country  and  presume  that  the  strongest 
bond  in  human  nature  is  the  bond  between  the  parent  and  the 
child,  and  to  plug  into  the  passion  and  emotion  of  that  bond  and 
force  Members  of  the  Congress  and  the  Senate  to  recognize  that  sa- 
credness  and  respond  accordingly.  If  you  cannot  pass  something 
like  this,  then  pass  the  amendment,  force  the  discipline  that  will 
make  this  obligation  real. 

I  know  that  sounds  very  emotional  and  very  nontheoretical,  but 
that  is  how  I  think.  And  that  is  how  I  have  thought  for  these  last 
10  years,  and  it  is  important  to  me. 

Thank  you. 

Senator  SiMON.  I  thank  you  for  an  excellent  statement,  for  your 
attitude,  and  for  your  public  service,  and  I  want  to  commend  the 
Concord  Coalition  also  for  facing  up  to  this  thing. 

One  minor  point.  When  you  talk  about  $212  billion  on  interest, 
that  is  net  interest.  It  is  the  only  area  where  we  subtract  earnings. 
You  do  not  say  in  the  Justice  Department,  here  is  your  appropria- 
tion and  we  subtract  whatever  they  get  in  fines.  In  the  area  of  in- 
terest, the  real  figure  ought  to  be  the  gross  interest  figure,  which 
is  this  year  about  $293  billion.  But  whether  it  is  212  or  293,  they 
are  horrendous  figures. 

If  Amy  right  over  there,  if  you  can  point  at  the  chart.  These  are 
not  Paul  Simon's  figures  or  the  Concord  Coalition's.  This  is  out  of 
OMB's  budget  book,  "Lifetime  Net  Tax  Rates  Under  Alternative 
Policies,"  if  you  can  point  to  the  line  that  says  "Future  Genera- 
tions" down  here,  this  is  put  in  the  budget  to  show  what  we  have 
done.  And  it  says  before  we  pass  reconciliation,  you  would  have  the 
lifetime  tax  rate  consumption  would  be  93  percent.  After  reconcili- 
ation, it  is  82  percent,  and  then  we  get  over  to  what  is,  from  their 
perspective,  an  optimistic  forecast  of  66  to  75  percent  of  lifetime 
earnings  will  go  for  taxation. 


TABLE  3-3.— LIFETIME  NET  TAX  RATES  UNDER  ALTERNATIVE  POLICIES 

[In  percentages] 


Generation's  year  of  birth 


Before 

OBRAi 

1993 


After  OBRA 
1993 


With  health 
care  reform 


Health  care 

reform,  but 

faster  cost 

growth 


1900 

1910..; 

1920 

1930 

1940 

1950 

1960 

1970 

1980 

1990 

1992 

Future  generations  .'.. 

Percentage  difference  future  generations  and  1992 


23.6 
272 
29.0 
30.5 
31.6 
328 
34.4 
35.7 
36  0 
35,5 
35.4 

93  7 

165  1 


23.6 
272 
29.0 
30.6 
31.9 
33.2 
350 
36.5 
369 
36,5 
36.3 

82  0 

125.0 


23.6 
272 

29  1 

30  9 
324 
34.0 
35.9 
37  6 
382 
383 
38.3 

66  5 

73  9 


236 
27  2 
29.1 
309 
322 
33.5 
35.2 
36.6 
36.7 
36  2 
360 

75  2 

108  8 


I  Omnibus  Budget  Reconciliation  Act 

Now,  the  reality  is  that  just  is  not  going  to  happen.  We  are  going 
to  monetize  the  debt.  We  are  going  to  start  printing  money  before 
that  happens.  But  that  simply  underscores  what  you  are  saying. 
And  a  good  chunk  of  that  is  debt  service. 

We  face  the  one  argument  over  and  over  again,  and  you  have 
heard  it:  We  do  not  need  a  constitutional  amendment  to  balance 
the  budget.  How  do  you  respond  to  that? 

Senator  TSONGAS.  Well,  they  are  right.  You  do  not  need  it.  Our 
kids  will  pay  for  it. 

The  fact  is.  Senator,  that  you  know  and  I  know  they  are  never 
going  to  do  it.  You  have  this  year  a  projected  deficit  of  $180  billion, 
and  there  has  been  nothing  but  hosannas  emitting  forth  from 
Washington.  So,  here  we  are  saying  to  our  children,  OK,  kids,  here 
is  $180  billion  of  debt,  and  you  are  going  to  have  to  pay  it  off.  We 
are  proud.  We  are  pleased. 

Is  that  possible? 

It  is  interesting.  Every  once  in  a  while  in  the  newspapers,  I  read 
there  will  be  an  article  or  a  column  where  somebody  in  essence  ar- 
gues how  they  learned  to  live  with  the  debt  and  to  love  it.  Sort  of 
like  Dr.  Strangelove  with  nuclear  weaponry.  And  I  remember  once 
going  to  a  board  meeting  of  a  company  I  am  with  and  talking  about 
how  is  it  possible  for  people  to  really  believe  that.  And  one  of  the 
other  people  there  said  to  me,  "You  know,  Paul,  think  about  who 
writes  these  articles."  And  I  thought  about  it,  and  he  said,  "They 
are  all  from  academia,  from  politics,  from  the  media,  and  from  the 
bureaucracy.  No  one  who  is  out  there  trying  to  compete  in  the 
world  trade  markets  would  even  conceive  of  arguing  in  favor  of  def- 
icit spending." 

This  is  a  very  closed  circle  here  in  Washington,  and  those  who 
argue  that  they  can  balance  the  budget — Leon  Panetta.  Leon  Pa- 
netta  is  as  courageous  a  Member  of  Congress  as  ever  existed.  He 
was  for  this.  Now  he  is  opposed  to  it.  The  administration  has  no 
plan  to  balance  the  budget.  Why?  Not  because  it  cannot  be  done. 
Again,  we  have  done  it.  Because  of  politics. 
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You  had  set  up  recently  the  Commission  on  Entitlements.  Why 
did  they  set  up  the  Commission?  Because  just  to  come  out  and  say 
we  all  know  what  the  truth  is  here,  and  we  are  going  to  begin  to 
means  test  entitlements.  You  set  up  a  commission  that  does  not 
come  back  until  December  to  give  you  political  cover. 

A  final  point  I  would  make  is  that  last  week  CBO  came  back  and 
said,  well,  actually  the  health  care  bill  will  not  reduce  the  deficit; 
it  will  actually  increase  it  by  the  year  2000,  and  the  administration 
was  only  off"  by  $133  billion. 

I  would  be  mortified  and  I  would  be  so  mortified  that  I  would  at 
least  come  down  and  testify  and  say.  Senators,  why  don't  you  pass 
this  and  force  us  to  do  what  we  know  has  to  be  done?  Then  they 
can  blame  you.  I  would  do  that  and  go  from  there. 

Senator  SiMON.  One  of  the  other  arguments — and  I  know  you 
have  to  grab  that  plane  very  shortly — is,  well,  if  an  individual  buys 
a  house,  you  have  to  borrow  money;  a  school  district  has  to  borrow 
money;  so  the  Federal  Government  ought  to  be  able  to  borrow 
money  for  its  needs. 

Senator  TSONGAS.  Very  good  argument.  I  borrowed  money  to  buy 
a  house,  and  because  I  lived  in  Washington  and  served  in  the  Sen- 
ate, I  had  to  borrow  money  every  year.  And  finally  I  had  to  leave 
the  Senate  for  a  number  of  reasons,  but  one  of  them  was  to  be  able 
to  pay  back  what  I  had  borrowed.  If  you  borrow  once,  that  is  one 
thing.  But  if  you  borrow  and  borrow  and  borrow  and  borrow  and 
add  debt  upon  debt  upon  debt  upon  debt,  you  have  got  a  problem. 

Look  at  Canada.  Canada  has  11  percent  unemployment.  They 
had  a  new  government.  The  old  government  has  only  two  seats  left. 
Conservative  Party.  From  a  majority  to  two  seats.  Why?  Because 
of  the  economy.  The  new  party  comes  in,  and  what  are  they  going 
to  do?  Massive  public  spending  to  stimulate  the  economy.  They 
cannot  because  they  have  even  more  debt  than  we  do. 

It  is  very  irritating  because  the  people  who  make  these  argu- 
ments have  a  political  agenda,  and  then  they  fashion  an  argument 
to  meet  that  agenda.  Nobody  in  the  private  sector  trying  to  com- 
pete, trying  to  survive,  does  those  things.  That  is  the  political  ani- 
mal at  work.  And  that  is  bad  enough.  But  to  use  that  approach  and 
go  home  and  have  lunch  or  dinner  with  your  children  and  look  your 
kids  in  the  eye  knowing  what  you  just  did  and  not  feel  any  embar- 
rassment, any  angst,  any  regret,  is  offensive. 

Re-election  is  wonderful.  It  is  not  everything.  There  is  life  after 
the  Senate.  There  is  life  after  Congress.  And  the  most  important 
thing,  when  all  is  said  and  done.  Senator,  you  and  I  will  be  buried 
some  day,  as  everybody  in  this  room  will  be,  and  the  question  that 
will  come  up  ultimately  is:  What  did  they  do?  Did  they  honor  us? 
They  loved  us,  yes.  Did  they  honor  us?  And  I  think  you  can  take 
some  comfort  in  your  doing  this  when  all  the  heat  has  been  applied 
to  you  that  you  know  that  that  honor  for  your  efforts  will  be  there. 
And  I  would  hope  that  Senator  Byrd  would  give  some  thought  to 
that  very  human  calculation. 

Senator  Simon.  Thank  you.  Let  me  just  point  out,  these  are  CBO 
figures.  There  has  been  a  lot  of  attention  to  the  drop  in  the  deficit. 
These  are  the  CBO  figures  in  terms  of  what  happens  to  the  deficit 
in  the  future,  so  it  goes  back  up. 
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Well,  I  want  to  thank  you  for  making  this  special  trip  here  today. 
And  do  me  one  favor.  Tell  that  12-year-old  she  has  a  father  to  be 
proud  of 

Senator  Tsongas.  Well,  I  do  that  all  the  time.  It  has  no  effect. 
[Laughter.] 

Senator  SiMON.  We  thank  you  again  very,  very  much. 

[The  prepared  statement  of  Hon.  Paul  E.  Tsongas  follows:] 

Prepared  Statement  of  Hon.  Paul  E.  Tsongas 

We  are  all  here  because  of  one  simple  truth — the  leadership  of  our  country,  in 
both  parties,  lacks  the  poUtical  will  to  balance  the  federal  budget.  Indeed,  this  ter- 
rible reality  has  been  true  for  a  full  generation. 

In  America,  we  have  six  Uving  Presidents  and  former  Presidents — two  Democrats 
and  four  Republicans.  None  ever  signed  a  balanced  budget. 

There  are  one  hundred  United  States  Senators.  Ninety-three  have  never  voted  for 
a  balanced  budget.  And  only  one  ever  voted  for  more  than  one. 

There  are  435  members  of  Congress,  411  have  never  voted  for  a  balanced  budget. 

Deficit  spending  has  become  as  American  as  apple  pie.  We  have  gone  from  tax 
and  spend  to  a  bipartisan  addiction  to  spend  and  borrow.  We  have  ail  argued  over 
the  merits  of  tax  and  spend.  But  there  can  be  no  argument  about  spend  and  bor- 
row— it  is  generationally  immoral. 

The  national  debt  in  1980  was  less  than  one  trillion  dollars.  By  1996,  it  will  ap- 
proach five  trillion.  In  these  last  several  years  we  will  accumulate,  and  then  be- 
queath, four  triUion  dollars  of  debt  to  our  children  and  grandchildren.  And  what's 
more,  we  do  so  without  any  observable  sense  of  remorse  or  regret.  We've  had  one 
helluva  time,  and  they  will  have  to  pay  for  it.  Good  luck,  kids.  Hope  you  make  it. 

The  economic  arguments  for  a  balanced  budget  are,  of  course,  obvious.  A  nation 
spending  $212  bilhon  this  year  on  interest  on  the  debt  will  be  less  competitive  than 
if  it  had  invested  that  same  $212  billion  in  our  industrial  base.  Translated  this 
means  that  all  across  America  jobs  that  could  have  been  are  not,  and  as  a  direct 
real-Ufe  consequence  thousands  of  American  famiUes  woke  up  this  morning  pained 
by  a  joblessness  that  was  caused  not  by  their  inadequacy  but  by  the  fiscal  irrespon- 
sibility of  their  leaders. 

Added  to  this  is  the  fact  that  we  kidnap  70  percent  of  our  total  national  savings 
to  pay  the  federal  deficit.  All  of  the  rest  of  America  saves;  the  federal  government 
spends  beyond  its  revenues;  and  hundreds  of  billions  of  dollars  that  could  have  cre- 
ated permanent  jobs  in  the  private  sector  are  lost. 

Deficit  spending  costs  decent  Americans  the  dignity  of  a  regular  job.  That  has 
been  true  for  a  generation.  But  why  do  our  leaders  inflict  this  pain  upon  people? 
For  one  very  simple  reason.  There  have  been  votes — lots  of  votes — on  deficit  spend- 
ing. There  are  perceived  to  be  no  votes  on  fiscal  discipUne. 

This  harsh  assessment  is  not  a  reflection  on  officeholders  past  and  present,  al- 
though I  acknowledge  that  it  certainly  sounds  that  way.  It  is  rather  a  recognition 
of  human  behavior,  inevitable  in  any  democracy.  Recognizing  harsh  realities  in  ad- 
vance of  their  common  acceptance  is  asking  for  trouble,  especially  when  it  calls  for 
widespread  sacrifice.  It  is  precisely  for  this  reason  that  mechanisms  of  discipUne 
such  as  Base  Closing  Commissions  and  the  Balanced  Budget  Amendment  are  essen- 
tial to  do  what  all  of  us  know  has  to  be  done. 

Two  closing  thoughts:  first,  there  are  those  that  argue  ferociously  in  favor  of 
learning  to  live  with  and  to  love  deficits.  These  people,  interestingly  enough,  come 
from  the  worlds  of  politics,  academia,  the  media  and  bureaucracy.  But  Americans 
waging  war  in  the  brutal  world  of  international  competition,  are  not  amongst  them. 
For  them,  this  deficit  is  all  too  real,  this  debt  ail  too  crippling.  Their  only  agenda 
is  economic  survival.  It's  time  for  all  of  us  to  understand  that  America's  economic 
survival  is  not  a  matter  to  be  put  off.  There  indeed  is  a  new  world  economic  order 
and  those  nations  that  try  to  move  chained  to  a  ball  of  enormous  debt  will  not  pros- 
per. No  one  can  refute  this  fundamental  fact.  Only  a  balanced  budget  amendment 
can  inject  the  discipline  to  achieve  this  indispensable  end. 

Senator  SiMON,  We  are  pleased  to  have  as  our  next  witness  a 
former  Assistant  Secretary  of  the  Treasury  who  has  led  in  a  whole 
field  of  economic  activities  and  is  now  the  director  of  the  Institute 
for  International  Economics,  Dr.  Fred  Bergsten.  Very  pleased  to 
have  you  here,  Dr.  Bergsten. 


12 

STATEMENT  OF  FRED  BERGSTEN,  DIRECTOR,  INSTITUTE  FOR 

INTERNATIONAL  ECONOMICS 

Mr.  Bergsten.  My  pleasure  to  be  here,  Mr.  Chairman.  I  greatly 
appreciate  the  opportunity  to  testify  on  the  balanced-budget 
amendment.  I  strongly  support  the  moral  and  intergenerational 
and  political  points  that  former  Senator  Tsongas  was  making  ear- 
lier, and  I  associate  myself  with  them. 

In  my  opening  remarks,  I  want  to  simply  address  the  economics 
of  it  and  indicate  why  I  differ  from  most  economists  and,  therefore, 
support  the  balanced-budget  amendment.  There  are  really  three 
simple  reasons: 

The  first  is  the  critical  importance  for  the  country's  economy  and 
the  standard  of  living  of  every  American,  of  raising  our  national 
saving  rate,  and  the  only  way  to  do  that  effectively  is  to  eliminate 
the  budget  deficit  or,  in  fact,  convert  it  into  a  surplus. 

Second,  as  you  were  just  dialoguing  with  Senator  Tsongas  just 
now,  the  demonstrated  inability  to  deal  with  our  budget  deficit 
through  any  of  the  conventional,  traditional  devices,  and,  therefore, 
the  need  for  this  amendment. 

And,  third,  I  want  to  say  a  few  words  about  what  I  regard  as  the 
very  unconvincing  arguments  against  the  balanced-budget  amend- 
ment that  have  come  to  be  central  in  the  debate. 

First,  and  most  important,  the  United  States  simply  has  to  raise 
substantially  our  national  rate  of  saving.  One  of  the  hats  that  I 
wear  now  is  chairing  the  Competitiveness  Policy  Council  that  you 
in  the  Congress  created  about  5  years  ago.  Our  mandate  from  the 
Congress  is  to  make  proposals  to  you  and  to  the  administration 
about  how  to  improve  the  productivity,  the  standards  of  living,  the 
competitiveness  of  the  American  economy. 

We  come  to  one  overriding  conclusion,  and  this  is  a  group  of  cor- 
porate CEO's,  labor  union  chiefs,  top  Government  officials,  people 
from  the  private  sector  such  as  myself  We  come  to  one  overriding 
conclusion:  The  only  way  that  the  U.S.  economy  can  grow  rapidly 
and  sustainably  over  time,  thereby  improving  the  standard  of  liv- 
ing of  our  people,  is  if  we  double  or  triple  the  annual  rate  of  pro- 
ductivity growth  in  the  economy. 

For  the  last  20  years,  productivity  has  grown  by  something  like 
0.7  percent  a  year,  and  our  council  sets  a  goal  of  raising  that  to 
something  like  2  percent  a  year,  which  would  still  be  modest,  still 
less  than  all  other  industrial  countries,  and  still  less  than  the  Unit- 
ed States  did  prior  to  1973,  but  much,  much  better  than  we  are 
doing  now  and  might  give  us  a  shot  at  a  reasonable  decent  stand- 
ard of  living  in  the  future. 

To  increase  productivity  by  that  amount  requires  a  number  of 
major  changes  in  our  economy.  One  is  to  get  more  bang  for  the  in- 
vestment buck.  But  even  if  we  did  everything  right — reforming  our 
education  system,  improving  our  worker  training  programs,  com- 
mercializing technology  much  more  effectively — even  if  we  did  all 
those  things,  we  would  not  get  anywhere  unless  we  substantially 
increased  the  amount  of  national  resources  that  we  devote  to  in- 
vestment and  take  away  from  short-term  consumption. 

It  is  essential  on  our  estimates  to  increase  national  investment 
by  at  least  4  to  6  percent  of  the  whole  economy,  of  the  whole  GDP. 
Now,  frankly,  that  is  a  very  optimistic  number  and  a  conservative 
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number  in  terms  of  how  much  of  the  economy  has  to  shift  into  in- 
vestment. That  assumes  a  rate  of  return  on  the  investment  of  20 
to  25  percent,  which  is  very  high  by  historical  standards. 

Many  people  would  say  to  get  productivity  up  to  the  level  we 
want  to  see,  you  would  have  to  change  something  like  8  to  10  per- 
cent of  the  GNP  from  consumption  to  investment.  But  we  optimisti- 
cally think  it  can  be  done  with  4  to  6  percent. 

The  point  for  today's  purposes  is  that  to  increase  investment  by 
even  that  much  requires  an  equivalent  increase  in  the  share  of  the 
economy  that  is  saved,  not  consumed — 4  to  6  percent  of  the  GNP. 
We  also  note  in  our  work  in  the  Competitiveness  Council — and  I 
would  strongly  support  this  from  my  work  on  international  econom- 
ics— that  the  United  States  should  not  finance  its  future  invest- 
ment at  home  by  borrowing  from  abroad. 

Part  of  the  borrowing  binge  that  you  and  Senator  Tsongas  were 
talking  about,  of  course,  came  from  other  countries.  And  in  just  3 
years  in  the  early  1980's,  the  United  States  shifted  from  being  the 
largest  creditor  country  in  the  world  to  being  the  largest  debtor 
country  in  the  world.  Our  net  foreign  debt  is  approaching  $1  tril- 
lion; it  is  rising  by  over  $100  billion  a  year.  That  has  many  con- 
sequences for  the  longer  run  that  I  would  be  happy  to  go  into  later 
if  you  wanted. 

But  in  addition  to  increasing  national  saving  enough  to  finance 
the  needed  increase  in  national  investment,  we  need  to  shift  how 
we  are  now  financing  our  domestic  investment  away  from  borrow- 
ing abroad  to  borrowing  domestically,  or,  better,  saving  domesti- 
cally. And  since  our  current  account  deficit,  our  foreign  borrowing, 
is  another  1  to  2  percent  of  the  GNP,  that  means  that  we  need  to 
increase  national  saving  by  something  like  5  to  8  percent  of  the  en- 
tire GNP  to  put  the  economy  on  a  sustainable  course  for  the  long 
run. 

Now,  obviously,  we  would  like  to  achieve  that  increase  in  na- 
tional saving  by  increasing  the  private  saving  rate  of  American 
households  and  individuals.  Our  private  saving  rate  is  abysmally 
low,  as  you  know;  less  than  half  that  of  the  British,  less  than  a 
third  that  of  the  Japanese,  the  Italians,  and  most  other  countries 
in  the  industrial  world. 

The  unfortunate  fact  is  we  do  not  know  how  to  increase  private 
saving.  Everything  has  been  tried:  higher  interest  rates,  better  tax 
treatment,  incentives  of  one  type  or  another.  They  have  not 
worked.  An  economist  must  honestly  say  we  do  not  know  how  to 
increase  private  savings.  Therefore,  the  only  way  to  achieve  the  in- 
crease in  national  saving  that  is  required  is  to  do  it  by  increasing 
public  saving,  and  that  means  changing  the  fiscal  position  of  the 
Federal  Government. 

My  bottom  line,  therefore,  is  that  we  need  to  improve  the  Federal 
budget  position  by  5  to  8  percent  of  the  GNP.  And  in  that  sense, 
Mr.  Chairman,  your  balanced-budget  amendment  is  extremely 
modest  and  too  cautious. 

The  budget  deficit  now,  as  you  were  just  dialoguing  with  Senator 
Tsongas,  is  about  3  percent  of  the  GDP  if  current  projections  are 
right.  That,  of  course,  includes  the  buildup  in  the  Social  Security 
trust  funds,  which  is  about  1  percent  or  so  a  year.  That  means  that 
excluding  the  trust  funds,  which  should  be  set  aside  for  their  fu- 
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ture  use  and  not  used  for  current  consumption,  the  deficit  is  really 
about  4  percent.  And  to  put  it  in  terms  of  the  balanced-budget 
amendment,  which  also  includes  the  trust  funds,  we  should  move 
not  just  to  balance  but  to  a  steady-state  surplus  of  at  least  1  per- 
cent of  the  GNP.  ^     ^ 

In  addition,  the  economy  is  now  in  pretty  good  shape.  Even 
Keynesians  argue  that  when  the  economy  is  in  good  shape,  we 
ought  to  run  a  budget  surplus,  not  the  $180  billion  deficit.  So  I  will 
throw  in  another  percentage  point  for  that  and  say  that  if  we  had 
the  right  budget  policy  today,  instead  of  running  a  deficit  of  about 
3  percent  of  the  GNP,  it  ought  to  be  a  surplus  of  about  2,  to  take 
into  account  that  1  percent  is  the  buildup  in  the  Social  Security 
trust  funds  that  ought  to  be  set  aside  for  the  future  and  about  1 
percent  because  the  economy  is  doing  relatively  well,  we  are  close 
to  full  employment  and  the  like. 

And  so  on  the  balanced-budget  amendment  logic  itself,  I  think 
we  should  be  aiming  today  not  just  for  balance  but  for  something 
like  a  surplus  of  2  percent  or  so.  And  that  just  happens  to  equate 
to  the  shift  of  5  percent  from  where  we  are  today,  which  is  what 
I  and  my  Competitiveness  Policy  Council  believe  is  necessary  to 
put  the  country  on  a  long-term  sustainable  growth  path. 

Now,  we  obviously  do  not  want  to  trash  the  economy.  Doing  this 
overnight  would  be  deleterious  to  the  economy  in  the  short  run. 
And  so  the  due  date  in  the  amendment  of  199,  about  5  years  out, 

strikes  me  as  correct.  We  would  essentially  be  trying  to  shift 

Senator  Simon.  If  I  may  interrupt,  we  are  changing  that  to  2001. 
Mr.  Bergsten.  Well,  if  you  have  changed  it  to  2001,  it  even 
strengthens  the  point.  What  I  was  going  to  say  is  if  you  left  it  5 
years  out,  you  would  have  to  move  about  1  percent  per  year  of  the 
budget  from  where  it  is  now  toward  surplus.  Since  the  amendment 
probably  will  not  be  passed  for  at  least  a  couple  of  years,  that  may 
still  be  the  outcome.  It  may  still  be  about  1  percent  a  year.  My 
point  being  that  that,  I  think,  would  not  trash  the  economy  in  any 
short-term  sense  but  would,  rather,  represent  an  orderly  correction 
over  an  extended  time  period  to  get  to  the  steady  state  that  ought 
to  be  maintained  for  the  future. 

So  point  one  is  simply  to  argue  that  not  only  do  we  need  to  get 
to  a  balanced  budget  in  terms  of  the  Federal  position  for  purposes 
of  national  economic  strength,  sustainability,  and  an  improved 
standard  of  living  for  our  population;  we  actually  need  to  move  into 
at  least  a  modest  surplus,  at  least  in  years  when  the  economy  is 
doing  relatively  well,  as  it  is  now. 

The  second  point,  the  simple  one  that  you  and  Senator  Tsongas 
were  talking  about:  The  critics  say  you  do  not  need  a  balanced- 
budget  amendment;  budget  correction  is  already  under  way;  that  is 
enough;  you  do  not  need  to  do  more. 

Well,  I  have  already  suggested  that  the  so-called  correction  that 
we  are  seeing  now  is  by  no  means  enough.  It  will  leave  us  with  an 
abysmally  low  national  saving  rate.  Productivity  growth  can  simply 
not  pick  up  by  the  requisite  amount.  We  will  continue  to  have  very 
slow  economic  growth,  high  unemployment,  lagging  standards  of 

living  in  the  future.  .      ,      tt  -^  j 

It  is  worth  recalling  that  the  average  real  wage  in  the  United 

States  is  no  higher  today  than  it  was  20  years  ago,  and  that  is  one 
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of  the  most  poignant  and  compelling  reasons  to  recognize  that 
something  is  wrong  in  what  we  have  been  doing  and  that  this  mas- 
sive debt  buildup,  I  would  argue,  is  the  underlying  problem. 

Not  only,  however,  is  the  current  budget  situation  not  good 
enough,  I  am  afraid  we  are  at  the  high — or  you  may  call  it  the 
low — water  mark  right  now  of  where  the  budget  deficit  is  going 
under  current  procedures.  And  your  chart  shows  that  very  nicely. 
In  the  debate  last  year,  both  the  President  in  his  proposals  and  the 
Congress  in  its  reactions  rejected  larger  cuts.  The  health  care  re- 
form, which  is  essential  and  badly  needed,  will  increase  the  budget 
deficit.  The  only  issue  is  how  much.  And  I  believe  there  is  little  left 
to  squeeze  from  the  discretionary  spending  programs  which  have 
been  the  focus  of  the  budget  correction  so  far. 

I  would  add  a  personal  note  that  in  my  Competitiveness  Policy 
Council,  which  was  set  up  to  try  to  resolve  debates  like  this,  even 
we  could  not  come  to  any  consensus  among  our  business,  labor,  and 
other  people  as  to  how  to  deal  with  it,  and  we  do  not  have  to  face 
the  voters.  So  even  we  were  unable  to  do  it  within  the  current  for- 
mat, within  the  effort  to  do  it  through  discretionary  spending  cuts. 
You  are  going  to  have  to  go  after  the  bigger  items  in  the  budget: 
the  entitlements  programs,  tax  increases.  Those  are  going  to  have 
to  be  addressed. 

It  is  clear  that  legislation  by  itself  will  not  do  it,  as  some  people 
argue.  Back  when  I  was  running  the  international  part  of  the 
Treasury  a  few  years  ago,  one  of  the  IMF  authorization  bills  that 
I  piloted  through  the  Congress  had  a  balanced-budget  amendment. 
Senator  Harry  Byrd,  in  one  of  the  several  efforts  that  he  success- 
fully pursued  in  those  days,  had  a  legislative  amendment  that  re- 
quired a  balanced  budget,  and  everybody  ignored  it.  Legislation  it- 
self has,  in  fact,  been  tried  and  ignored.  Something  stronger  is  ab- 
solutely required. 

And  so  it  seems  to  me  that,  given  the  efforts  on  so  many  other 
fronts — Gramm-Rudman,  the  1990  act,  last  year,  Senator  Harry 
Byrd's  earlier  amendments — something  else  has  got  to  be  tried, 
and  the  balanced-budget  amendment,  it  seems  to  me,  is  an  idea 
whose  time  has  come. 

Finally,  let  me  just  mention  three  caveats  on  the  idea  that  I 
think  have  to  be  taken  fully  into  account  as  you  proceed  with  the 
specifics  of  the  balanced-budget  amendment. 

First  of  all,  I  think  it  is  important  to  allow  scope  for  the  so-called 
automatic  stabilizers  to  take  effect.  When  the  economy  goes  into  re- 
cession, you  do  not  want  to  raise  taxes  or  cut  spending.  That  would 
deepen  the  recession. 

Now,  you  have  got  the  60-percent  majority  that  would  permit  a 
take-out  from  that,  but  it  seems  to  me  the  best  way  to  deal  with 
that  problem — which  is  a  problem — is  what  I  already  mentioned.  If 
the  balanced-budget  amendment  goes  into  effect,  go  it  one  better. 
Don't  just  move  to  balance,  but  try  to  move  to  a  modest  surplus  as 
the  steady  state,  and  then  in  recession  periods  you  can  move  back 
to  balance  and  get  some  net  stimulus  to  the  economy. 

What  counts  for  the  economy  is  not  the  level — what  counts  for 
the  economy  in  the  short  run  in  terms  of  an  antirecessionary  re- 
sponse is  not  the  level  of  the  budget  deficit  but  the  change.  So,  if 
you  went  even  from  a  surplus  of  4  percent  to  a  surplus  of  2  percent. 
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that  would  have  an  expansionary  effect  on  the  economy  because 
you  would  be  reducing  the  surplus. 

If  you  ran  a  steady-state  surplus  of,  say,  1  to  2  percent  because 
of  the  buildup  in  the  Social  Security  trust  funds  and  then  in  a  year 
of  recession  let  it  drop  back  to  zero,  a  balanced  budget,  you  would 
have  an  expansionary  effect.  You  would  be  letting  the  automatic 
stabilizers  go  into  play.  You  would  be  responding  to  that,  I  think, 
legitimate  concern  that  some  people  have  about  the  amendment. 

The  other  way  to  do  it  would  be  to  define  balance  in  the  bal- 
anced-budget amendment  as  the  full  employment  budget  position. 
That  I  think  could  be  done  in  a  responsible  and  objective  way.  You 
could  even  do  that  in  the  implementing  legislation.  That  is  the 
other  way  to  do  it.  But  I  would  put  a  caveat  that  one  must  struc- 
ture the  situation  so  that  the  automatic  stabilizers  can  take  place, 
or  else  the  fiscal  position  would  destabilize  the  economy,  make  both 
recessions  and  inflations  worse  than  they  would  otherwise  be. 

I  would  also  note  that  critics  of  the  balanced-budget  amendment 
argue  that  it  would  take  away  the  flexibility  in  fiscal  policy.  But 
the  truth,  as  Senator  Tsongas  just  said  about  Canada,  is  there  is 
no  flexibility  in  fiscal  policy  today.  President  Clinton  came  into  of- 
fice wanting  to  put  forward  a  stimulus  for  the  economy.  He  himself 
could  only  put  forward  a  tiny  stimulus,  one  that  was  so  small  that 
you  and  the  Congress  rightly  agreed  that  it  would  not  make  sense 
and  voted  it  down.  And  even  though  both  of  you  wanted  some  stim- 
ulus, the  fiscal  position  did  not  permit.  So  to  those  who  say  the  bal- 
anced-budget amendment  would  preclude  fiscal  stimulus,  I  ask, 
Compared  with  what?  Certainly  not  compared  with  today.  Cer- 
tainly not  compared  with  the  position  that  can  be  foreseen  in  the 
future. 

Again,  if  under  the  balanced-budget  amendment  the  operational 
goal  would  be  to  run  a  modest  surplus,  on  the  grounds  that  that 
is  necessary  to  let  the  Social  Security  trust  funds  build  up,  you 
would  then  have  at  least  a  modest  amount  of  flexibility  for  fiscal 
policy;  you  could  move  from  plus  1  or  2  down  to  zero  if  you  wanted 
a  stimulus,  felt  it  was  necessary.  And  that  is  a  good  deal  more  fis- 
cal flexibility  than  the  country  has  today  or  will  have  on  the  fore- 
seeable growth  path  that  we  now  face  without  the  balanced-budget 
amendment. 

Caveat  two:  I  think  it  is  important  to  avoid  asymmetry  in  the 
new  process  that  would  tilt  the  books  against  tax  increases  as  op- 
posed to  expenditure  cuts.  I,  like  most  economists,  favor  expendi- 
ture cuts  as  the  way  to  bring  the  budget  under  control.  But  I  think 
in  reality  the  United  States  has  to  recognize  that  we  are  the  least 
taxed  of  any  major  country.  Our  tax  rate  as  a  share  of  our  economy 
is  much  smaller  than  that  of  any  European  country,  much  smaller 
than  Canada's,  smaller  than  Japan's.  We  take  pride  in  that.  We 
like  it.  But,  in  fact,  it  is  unable  to  finance  the  level  of  social  pro- 
grams, defense  and  the  like  that  we  have  voted  time  and  again  we 
want  to  see.  And  I  would  be  reluctant  to  see  a  balanced-budget 
amendment  or  its  implementing  legislation  put  more  hurdles  in  the 
face  of  tax  increases  than  in  the  face  of  expenditure  cuts.  I  think 
they  ought  to  be  treated  symmetrically  and,  therefore,  have  an 
equal  opportunity  to  contribute  to  the  kind  of  reduction  and  even- 
tual conversion  into  surplus  of  the  budget  deficit  that  we  now  have. 


17 

Third  and  final  caveat:  I  think  it  would  be  intellectually  better 
if  we  could  split  off  investment  from  the  rest  of  the  budget  and 
have  an  investment  budget.  One  thing  that  my  Competitiveness 
Council  has  suggested  in  our  two  reports — and  we  will  reiterate  it 
in  our  third  report  next  month  to  the  President  and  Congress — is 
the  desirability  of  an  investment  budget.  And  as  Senator  Tsongas 
was  saying  earlier  in  terms  of  buying  a  house,  you  do  not  really 
need  to  balance  an  investment  budget  if  the  money  is  invested  well 
and  the  return  is  good.  You  do  obviously  need  to  balance  your  con- 
sumption budget,  and  it  would  be  desirable  to  make  that  split. 

Having  said  that,  I  think  it  is  very  hard  to  make  the  definitional 
split  between  investment  and  consumption  in  the  Federal  budget. 
A  split  like  that  would  risk  everybody  defining  his  favorite  program 
as  investment  in  order  to  get  it  out  from  under  the  discipline.  And 
so  I  worry  substantially  that  it  would  be  a  huge  loophole.  Neverthe- 
less, I  make  the  point  on  the  thought  that  if  the  Congress  in  its 
wisdom,  the  administration,  and  others  working  on  it  were  able  to 
come  up  with  a  convincing  and  foolproof,  Chinese-wall  definition  of 
investment,  it  would  be  conceptually  superior  to  do  that,  put  that 
on  one  side,  focus,  in  fact,  on  devoting  more  Government  resources 
to  investment  that  would  give  the  bigger  bang  for  the  buck  in 
terms  of  productivity  I  talked  about  at  the  outset,  and  restrict  the 
balanced-budget  requirement  to  the  consumption  side. 

Finally,  finally,  one  word  on  the  critics  of  the  balanced-budget 
amendment.  I  find  the  critics  to  be  fundamentally  contradictory 
among  themselves  because  they  make  two  basic  arguments.  One 
set  of  arguments  says  the  balanced-budget  amendment  should  be 
opposed  because  it  will  not  work,  it  is  a  gimmick,  it  is  a  fraud,  it 
is  a  hoax.  It  will  not  work,  so  we  should  avoid  it  and  get  on  with 
doing  it  in  another  way. 

The  second  argument  against  it  is  that  it  will  work.  The  other 
school  of  thought  says,  Aha,  the  balanced-budget  amendment  will 
work.  It  will  cut  programs  we  do  not  like.  That  is  what  Senator 
Tsongas  was  talking  about  on  the  politics  of  it.  People  oppose  it  ei- 
ther because  it  will  not  work  or  it  will  work.  It  cannot  be  both. 
They  are  internally  contradictory,  and  I  think  it  suggests  the  lack 
of  credibility  on  the  part  of  the  opponents.  Since  they  have  failed 
to  come  up  with  any  alternative,  they  have  to  admit,  in  essence, 
they  do  not  want  to  see  correction  of  the  budget  position.  They  can 
then  have  a  legitimate  debate,  as  with  the  line  of  argument  I  made 
at  the  outset.  They  could  argue  that  it  is  not  necessary  for  the 
economy's  future,  for  the  future  of  our  children,  for  the  standard 
of  living,  to  take  care  of  the  budget  problem.  But  I  would  be  happy 
to  debate  them  on  those  grounds  along  the  line  I  indicated  at  the 
outset. 

Thank  you  very  much. 

Senator  Simon.  I  thank  you  for  your  excellent  statement.  If  I  can 
just  comment  on  your  last  point  first  on  the  gimmick  business, 
Representative  Olympia  Snowe,  a  Member  of  the  House  from 
Maine,  has  said,  "If  it  were  a  gimmick.  Congress  would  have 
passed  it  a  long  time  ago."  And  I  think  there  is  some  truth  to  that. 

Second,  if  it  were  simply  a  gimmick,  I  do  not  think  my  friend  and 
colleague,  Senator  Robert  Byrd,  would  be  out  there  working  as 
hard  against  it  as  he  is  right  now. 
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Let  me  ask  you  about  something  you  did  not  touch  on.  Amy,  put 
the  other  chart  up,  the  first  one  that  we  had  there. 

When  you  look  at  these  0MB  figures  of  66  to  75  percent,  or  you 
look  at  the  June  1992  figures  of  the  GAO — and  I  recognize  they 
would  have  to  be  adjusted — the  GAO  predicts  by  the  year  2020  our 
debt-to-GDP  relationship  will  be  over  20  percent. 

Can  a  nation  sustain  that  kind  of  thing,  or  historically  what  has 
happened?  Do  you  know  of  any  nations  that  have  had  anywhere 
near  that  kind  of  a  debt-to-GDP  relationship  that  have  not  mone- 
tized their  debt? 

Mr.  Bergsten.  I  have  not  looked  at  the  specific  numbers  on  the 
domestic  debt  to  GDP.  I  have  looked  at  the  foreign  debt  to  GDP, 
and  the  implications  on  that  side  lead  to  the  same  kind  of  conclu- 
sions: that  an  enormous  steady  buildup  of  foreign  debt,  which  is  an 
inevitable  consequence  of  the  buildup  in  domestic  debt  in  our  case, 
will,  in  fact,  lead  to  a  whole  series  of  things:  monetization  of  debt, 
debauching  of  the  currency,  enthrallment  to  the  foreign  lenders,  as 
we  saw  in  so  many  Third  World  countries,  and  even  a  few  indus- 
trial countries  over  the  last  10  or  20  years.  So  I  think  the  basic 
point  is  correct,  and  one  simply  cannot  sustain  that  kind  of  debt 
buildup  path. 

Senator  Simon.  Talking  about  borrowing  from  abroad,  if  Fred 
Bergsten  were  the  president  of  the  First  National  Bank  in 
Carbondale,  IL,  and  I  came  to  you  and  I  said,  "I  would  like  to 
spend  more  money  than  I  take  in  this  year.  I  would  like  to  borrow 
some  money,  and  I  have  a  good  asset  sheet,"  you  would  probably 
lend  me  money  1  year,  2  years,  3  years.  But  at  some  point,  a  pru- 
dent banker  is  going  to  say,  "Hold  on,"  and  I  assume  prudent  inter- 
national bankers  at  some  point,  some  indefinable  point,  are  going 
to  say  the  same. 

Is  that  correct? 

Mr.  Bergsten.  Yes,  that  is  correct.  I,  in  fact,  have  done  a  study 
of  the  United  States  as  a  debtor  country,  and  that  is  exactly  right. 
The  reason  it  has  not  come  home  more  clearly  yet  is  really  twofold: 

First,  the  United  States  went  into  this  big  domestic  borrowing 
binge  with  a  large  international  creditor  position.  As  I  mentioned 
in  my  remarks,  as  late  as  the  mid-1980's,  we  were  the  largest  cred- 
it country  in  the  world.  Over  the  previous  70  years,  since  we  be- 
came a  creditor  country  at  the  end  of  World  War  I,  we  had  built 
up  a  very  large  international  asset  position.  So  we  had  a  lot  of  chits 
in  the  bank  to  run  down.  And  even  though  we  began  borrowing 
heavily  in  the  early  1980's  and  began  running  large  trade  deficits, 
which  were  the  external  manifestation  of  it,  we  had  a  lot  of  cush- 
ion. And  so  we  did  not  cross  that  line  to  debtor  status  on  the  re- 
vised numbers  until  about  the  middle  of  the  1980's. 

In  addition,  we  are  a  very  big  country  whose  foreign  trade  and 
foreign  borrowing  share,  though  it  is  large  in  absolute  terms,  is 
still  a  small  share  of  our  whole  economy,  even  a  relatively  modest 
share  of  our  exports  and  the  like.  But  that  is  changing.  We  are  now 
to  a  point  where  our  net  foreign  debt,  on  the  order  of  three-quar- 
ters of  a  trillion  dollars  now,  just  the  foreign  debt,  is  considerably 
more  than  our  exports.  A  foreign  debt-to-export  ratio  of  over  100 
percent. 
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Now,  countries  have  lived  with  that  in  the  past,  but  when  it  gets 
to  200  percent  or  more,  as  it  would  on  our  current  projections  with- 
in the  next  5  to  10  years,  then  you  begin  to  run  into  problems  ex- 
actly the  type  you  mentioned  with  the  foreign  lenders.  And  I 
should  add,  despite  the  fact  that  the  United  States  has  had  this 
relatively  favorable  international  position  in  the  past,  we  have  seen 
some  tastes  of  it. 

There  was  a  period  in  early  1987  where  foreign  money  was  with- 
drawn very  substantially  from  the  U.S.  markets  as  the  dollar  was 
plummeting  and  our  interest  rates  were  soaring  up — the  so-called 
hard-landing  scenario.  But  we  had  a  period  in  the  early  part  of 
1987  where  we  got  a  taste  of  foreign  withdrawal  of  funds,  and  two 
things  happened.  Our  currency  plummeted  with  inflationary  pres- 
sures on  our  economy,  and  our  interest  rate  shot  up  with  recession- 
ary implications  for  our  economy. 

Now,  the  (zovernment  of  the  day  stopped  it  quickly  by  interven- 
ing with  the  other  G-7  countries  to  stop  the  slide  of  the  dollar.  But 
ask  Secretary  Baker,  ask  Deputy  Secretary  Dick  Darman.  From 
those  days  we  got  a  taste  of  what  a  drying-up  of  foreign  lending 
would  amount  to,  at  a  point  when  our  net  foreign  debt  was  still  rel- 
atively modest,  much  smaller  than  it  is  today,  and  tiny  compared 
to  what  it  will  be  if  we  stay  on  this  path. 

So  the  answer  is,  as  you  put  it,  it  is  an  indefinable  moment. 
There  is  no  hard  and  fast  ratio  that  will  tell  you  the  day  on  which 
you  will  get  into  a  problem  with  your  foreign  lenders.  It  has  a  lot 
to  do  with  confidence  in  your  current  policies,  your  growth  trends, 
where  you  are  going.  But  it  inevitably  will,  in  fact,  happen.  At  a 
minimum,  it  will  cause  you  to  run  higher  interest  rates  on  an  ongo- 
ing basis  because  the  foreigners,  seeing  your  credit  risk,  will  charge 
at  least  a  little  more  for  their  money,  and  you  will  have  to  pay  a 
higher  interest  rate,  and  your  whole  national  interest  rate  struc- 
ture can  get  ratcheted  up  as  a  result  of  your  international  debt  sta- 
tus. 

That  is  the  story  of  Canada,  Australia,  Denmark,  lots  of  other 
high-income  countries  which,  nevertheless,  have  borrowed  consist- 
ently over  the  years.  We  would  face  that  at  a  minimum,  and  at  a 
maximum,  the  risk  of  the  hard  landing  and  the  very  sharp  effects 
which  I  mentioned  before. 

Senator  Simon.  This  is  our  history  on  surpluses  and  deficits  now. 
An  international  banker  looking  at  that  kind  of  a  graph,  I  assume, 
has  to  be  concerned. 

Mr.  Bergsten.  Not  only  concerned,  but  voice  that  concern.  All 
through  the  1980's  in  particular,  as  this  U.S.  debt  buildup  esca- 
lated, the  major  complaint  of  foreign  countries  to  the  United 
States — be  it  the  U.S.  Government  or  anybody  else  that  cared  to 
listen — was  exactly  this,  and  these  were  our  largest  creditors. 
Japan,  Germany,  United  Kingdom,  the  other  major  countries  which 
dialog  on  these  issues  with  the  United  States  in  the  G-7,  the  IMF 
and  elsewhere  were  continually  haranguing  us  about  that.  We  ha- 
rangued Japan  about  its  trade  barriers.  We  harangued  Germany 
about  its  failure  to  reduce  interest  rates,  get  its  economy  going. 
Those  are  legitimate  complaints.  But  their  legitimate  complaint 
against  us  was  exactly  what  you  are  talking  about. 
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And  to  make  the  point  even  broader,  unless  the  United  States 
brings  its  fiscal  position  into  order  on  a  lasting  basis,  we  will  in- 
creasingly lose  our  international  economic  clout.  We  will  be  unable 
to  exercise  any  kind  of  authority  or  leadership  in  the  world  econ- 
omy because  we  will  not  have  our  house  in  order  at  home.  And 
good  evidence  for  that  is  that  even  this  recent  modest  reduction  in 
our  budget  deficit  has  substantially  improved  our  status  and  our 
ability  to  talk  about  these  issues  around  the  world. 

But  there  is  a  lot  of  skepticism  around  the  world,  a  lot  of  belief 
that  it  is  only  temporary.  They  do  look  at  these  charts,  and  that 
would  put  us  right  back  into  a  very  negative  position  on  what 
President  Clinton  and  everybody  else  rightly  says  has  now  become 
the  centerpiece  of  our  foreign  policy,  not  just  of  critical  importance 
to  our  domestic  economy. 

Senator  Simon.  Just  a  couple  final  points  here.  Dr.  Tyson,  the 
chairperson  of  the  Council  of  Economic  Advisers,  testified  before 
the  Budget  Committee  the  other  day  and  said  the  $433  billion 
which  CBO  says  we  have  saved  through  the  Reconciliation  Act  this 
last  year  over  a  5-year  period  has  been  a  boon  to  the  economy;  but 
if  you  go  that  next  step  to  eliminate  the  deficit,  you  are  going  to 
do  great  harm  to  the  economy. 

I  find  that  slightly  inconsistent,  but  I  am  interested  in  your  re- 
sponse to  that. 

Mr.  Bergsten.  Well,  I  respect  Dr.  Tyson.  She  is  a  good  friend, 
and  she  is,  in  fact,  now  a  member  of  our  Competitiveness  Policy 
Council  as  the  President's  governmental  representative  on  it.  How- 
ever, I  do  disagree  with  her  on  this,  for  exactly  the  reason  you  said, 
and  so  did  my  full  Competitiveness  Council. 

When  we  looked  at  this  fundamental  issue  of  American  competi- 
tiveness, America's  standards  of  living,  American  productivity,  we 
came  to  the  conclusion  that  I  mentioned  at  the  outset;  that  we  sim- 
ply have  to  raise  the  national  saving  rate  by  at  least  5,  6,  8  percent 
of  GNP  in  order  to  put  ourselves  on  a  sustainable  course.  In  turn, 
the  only  way  to  do  that  is  to  move  the  Federal  budget  position  not 
just  into  balance  but  into  surplus. 

When  President  Clinton  put  forward  his  program  last  year  that 
was  eventually  legislated  through  reconciliation,  we  called  it  a  good 
first  step  and  essentially  conceptualized  it  as  the  first  half  of  the 
package.  Getting  the  deficit  down  maybe  a  third  to  a  half  from 
where  it  started  out,  but  as  being  the  first  half  of  the  loaf,  with 
the  clear  requirement  of  moving  the  second  half,  taking  the  second 
bite  later  on. 

By  contrast,  the  charts  you  have  shown  suggest  that  it  is  going 
to  move  back  the  other  way  and  get  worse  again,  and  that  would 
be  our  fear  as  well. 

If  the  half-loaf  tastes  good,  right,  why  not  the  full  loaf?  Why  not 
then  try  to  get  even  lower  long-term  interest  rates  for  the  future? 
Why  not  restore  confidence  in  both  the  private  sector,  the  public 
sector,  and  the  foreign  community  by  getting  our  fiscal  house  in 
order?  I  fully  agree,  and  that,  I  think,  is  an  internally  contradictory 
view  by  the  administration  in  responding  to  this  proposal. 

Senator  Simon.  I  agree  with  your  point  that  we  have  to  build  in 
some  kind  of  statutory  mechanism  in  dealing  with  a  recession,  and 
there  is  no  reason  we  cannot  do  that  within  the  amendment.  On 
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the  taxes,  I  have  made  clear  I  think  we  have  to  both  cut  some 
spending  and  increase  revenue.  I  think  one  of  the  reasons  for  re- 
sistance to  taxes  on  the  part  of  the  American  pubhc — and  taxes  are 
never  popular — is,  outside  of  Israel,  no  other  major  industrial  na- 
tion spends  as  high  a  percentage  of  its  tax  dollar  on  defense  and 
on  interest  as  we  do.  And  people  do  not  see  anything  in  their  lives 
from  those  two  items. 

Then,  finally,  your  point  on  the  investment  budget,  I  favor  an  in- 
vestment budget  as  part,  within  the  balance.  It  is  very  interesting. 
President  Eisenhower,  to  his  great  credit,  suggested  the  interstate 
highway  system.  He  suggested  issuing  bonds  for  it.  And  a  Senator 
by  the  name  of  Albert  Gore,  Sr.,  said  let's  not  issue  bonds,  let's  in- 
crease the  gasoline  tax,  and  pay  for  the  interstate  highway  system 
on  a  pay-as-you-go  basis.  And  we  ended  up  having  the  investment 
and  saving  hundreds  of  billions  of  dollars  in  interest  and  helping 
the  Nation  in  the  process. 

It  is  also  very  interesting,  as  you  look  back  in  those  days  when 
we  had  balanced  budgets  or  near  balanced  budgets,  we  were  put- 
ting a  greater  percentage  of  our  budget  into  investment  than  we 
are  now.  Clearly  we  can  do  better. 

Mr.  Bergsten.  This  was  one  of  the  other  concerns  of  my  Com- 
petitiveness Policy  Council,  that  the  share  of  the  Federal  budget  or 
the  economy  as  a  whole  going  into  public  infrastructure  investment 
has  dropped  from  about  3  percent  of  the  GNP  20  years  ago  to  only 
about  1  percent  now,  and  that  clearly  correlates  with  productivity, 
economic  growth,  standards  of  living,  which  buttresses  the  point 
you  make. 

Senator  SiMON.  Well,  I  thank  you. 

One  final  question:  If  I  had  asked  you  10  years  ago  would  you 
favor  a  constitutional  amendment  for  a  balanced  budget,  what 
would  you  have  said  at  that  point? 

Mr.  Bergsten.  I  would  have  been  strongly  opposed  to  it.  I  would 
not  have  thought  the  country  would  ever  get  into  the  dire  economic 
straits  of  low  national  saving,  failure  to  invest,  low  productivity 
growth.  And  even  if  I  had  thought  that,  I  would  not  have  thought 
we  needed  to  amend  the  Constitution  to  deal  with  the  problem, 
having  more  faith  in  the  legislative  process,  and  it  just  has  not 
worked.  And  those  were  the  two  reasons  I  started  off  with  today, 
and  that  is  what  persuades  me  to  support  the  balanced-budget 
amendment. 

Senator  Simon.  I  thank  you  very,  very  much  for  your  strong  tes- 
timony. 

Our  final  witnesses  are  a  panel:  Dr.  Martin  Regalia,  vice  presi- 
dent and  chief  economist  for  the  U.S.  Chamber  of  Commerce;  David 
Stanley,  national  president  of  the  National  Taxpayers  Union — and 
I  might  add  we  are  using  their  chart  here;  [see  chart  on  page  22] 
that  chart  comes  from  your  organization — and  William  Sprague, 
the  president  of  the  Kentucky  Bureau,  who  is  speaking  on  behalf 
of  the  American  Farm  Bureau  Federation.  We  are  very  pleased  to 
have  all  of  you  here,  and.  Dr.  Regalia,  unless  one  of  you  has  a  pref- 
erence, we  will  start  with  you  here.  Dr.  Regalia. 

I  might  add  the  chamber  of  commerce  is  one  of  the  organizations 
that  last  time  opposed  the  balanced-budget  amendment  and  now  is 
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supporting   the   balanced-budget   amendment.    I   hope   that   is   an 
omen  for  the  vote  that  we  will  have  in  a  few  weeks. 
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PANEL  CONSISTING  OF  DR.  MARTIN  A.  REGALIA,  VICE  PRESI- 
DENT AND  CHIEF  ECONOMIST,  U.S.  CHAMBER  OF  COM- 
MERCE; DAVID  M.  STANLEY,  PRESIDENT,  NATIONAL  TAX- 
PAYERS UNION;  AND  WILLIAM  SPRAGUE,  PRESIDENT,  KEN- 
TUCKY FARM  BUREAU  FEDERATION,  ON  BEHALF  OF  THE 
AMERICAN  FARM  BUREAU 

STATEMENT  OF  DR.  MARTIN  A.  REGALIA 

Mr.  Regalia.  I  hope  so,  too,  Senator. 

Good  morning,  Mr.  Chairman.  My  name  is  Martin  Regalia,  and 
I  am  vice  president  for  economic  policy  and  chief  economist  for  the 
U.S.  Chamber  of  Commerce.  We  represent  215,000  businesses, 
3,000  State  and  local  chambers  of  commerce,  1,200  trade  and  pro- 
fessional associations,  and  68  American  chambers  abroad.  Thank 
you  for  the  opportunity  to  appear  before  this  subcommittee,  and  I 
ask  that  my  entire  written  statement  be  included  in  the  record. 

Senator  SiMON.  We  will.  We  will  enter  the  written  statements  of 
all  of  you,  and  proceed  as  you  wish. 

Mr.  Regalia.  Thank  you. 

The  chamber  is  pleased  to  appear  here  today  in  strong  support 
of  the  balanced-budget  amendment  to  the  Constitution.  Our  mem- 
bers and  their  employees,  indeed,  the  American  people,  have  a 
vested  interest  in  seeing  the  Federal  Government  adhere  to  the 
principle  of  fiscal  responsibility.  Business,  as  much  as  any  sector 
of  American  society,  has  felt  the  effects  of  Federal  fiscal  mis- 
management and  inefficiencies.  Escalating  Federal  deficits  reduce 
savings,  displace  investment,  and  lead  ultimately  to  increased 
taxes  and  bigger  government.  The  combined  effect  is  to  distort  in- 
centives, stymie  income  and  job  growth,  and  handicap  U.S.  firms 
in  the  global  marketplace. 

The  balanced-budget  amendment  would  prohibit  Federal  outlays 
from  exceeding  revenues  unless  Congress  approved  a  deficit  by  a 
three-fifths  vote  of  both  Senate  and  House.  The  amendment  would 
require  the  same  three-fifths  vote  to  increase  the  Federal  debt  limit 
and  would  require  a  constitutional  majority — 51  votes  in  the  Sen- 
ate and  218  votes  in  the  House — to  raise  Federal  taxes.  The  cham- 
ber believes  that  such  supermajority  voting  requirements,  which 
can  be  firmly  established  only  by  constitutional  amendment,  are 
key  to  fostering  fiscal  discipline.  To  be  effective,  budgetary  rules 
must  be  placed  beyond  the  reach  of  simple  congressional  majorities. 

The  chamber  is  convinced  that  the  balanced-budget  amendment 
will  place  renewed  emphasis  on  fiscal  discipline,  forcing  Congress 
to  prioritize  its  spending,  while  constraining  its  ability  to  raise  cur- 
rent taxes  or  to  ensure  the  need  for  future  taxes  through  increased 
government  borrowing.  We  also  believe  that  passage  of  this  amend- 
ment will  enhance  prospects  for  additional  budget  reforms,  includ- 
ing tax  and  spending  limitations  and  the  line-item  veto. 

The  balanced-budget  amendment  has  been  challenged  on  the 
grounds  that  it  is  of  dubious  economic  value,  that  it  trivializes  the 
Constitution,  and  that  it  would  needlessly  involve  the  courts  in  its 
enforcement.  While  my  written  testimony  addresses  each  of  these 
issues  in  more  detail,  let  me  take  just  a  moment  to  summarize  our 
response. 
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In  general,  we  believe  that  chronic  structural  government  deficits 
and  the  resultant  buildup  in  the  level  of  debt  reduce  the  level  of 
savings  and  investment,  lower  productivity  growth,  raise  the  spec- 
ter of  inflation,  put  upward  pressure  on  interest  rates,  encourage 
trade  deficits,  and  lower  the  standard  of  living. 

While  it  is  true  that  many  of  these  deleterious  effects  are  more 
the  result  of  the  t5rpe  of  government  spending,  favoring  current 
consumption  over  investment,  rather  than  the  method  by  which  the 
spending  is  financed,  passage  of  a  balanced-budget  amendment, 
nevertheless,  would  force  Congress  to  prioritize  its  spending,  fund- 
ing only  those  projects  the  public  wants  and  can  afford.  The  bal- 
anced-budget amendment  will  not  prevent  Congress  from  spending 
for  needed  projects.  It  merely  requires  a  higher  level  of  scrutiny 
and  approval.  The  amendment  also  provides  the  flexibility  for  Con- 
gress and  the  administration  to  respond  to  legitimate  emergencies. 

Opponents  have  argued  that  the  balanced-budget  requirement  is 
a  mere  rule  of  accounting,  incompatible  with  the  broad  principles 
embodied  in  the  Constitution.  It  is  worth  noting  that  the  Constitu- 
tion already  contains  several  narrowly  focused  economic  and  fiscal 
provisions,  including  the  requirement  of  a  regular  statement  and 
account  of  the  receipts  and  expenditures  of  all  public  money. 

Moreover,  the  balanced-budget  amendment  embodies  important 
themes  of  the  Constitution,  including  the  limitation  of  Federal 
power.  Thomas  Jefferson,  who  perceived  the  inherent  tendency  of 
a  central  government  to  expand,  supported  constitutional  restric- 
tions on  Federal  borrowing  as  a  means  of  protecting  individual  lib- 
erty. 

Some  lawmakers  and  commentators  have  raised  questions  re- 
garding the  enforcement  of  a  constitutional  balanced-budget 
amendment.  They  believe  Congress  might  circumvent  its  require- 
ments through  unrealistic  revenue  estimates,  emergency  designa- 
tions, off-budget  accounts,  and  unfunded  mandates — all  things  we 
have  seen  of  late.  They  also  contend  that  congressional  efforts  to 
meet  the  balanced-budget  requirement  could  be  challenged  in  the 
courts,  and  the  judiciary  would  be  forced  into  the  nonjudicial  role 
of  weighing  policy  demands,  slashing  programs,  and  increasing 
taxes. 

It  is  our  view  that  there  is  a  legitimate  and  necessary  role  for 
the  courts  in  ensuring  compliance  with  the  amendment  and  that 
the  need  to  constrain  judicial  policymaking  can  be  reconciled  with 
a  constructive  role  for  the  courts  in  maintaining  the  integrity  of  the 
balanced-budget  requirement.  A  framework  for  distinguishing  be- 
tween appropriate  and  inappropriate  involvement  is  largely  in 
place.  Longstanding  constitutional  doctrines  constrain  the  reach  of 
the  courts  into  political  controversies  and  limit  the  range  of  persons 
who  can  challenge  congressional  action. 

Subsequent  implementing  legislation  would  further  define  those 
issues  appropriate  for  litigation  in  which  parties  have  standing  to 
litigate  them.  Also,  by  incorporating  accounting  standards  and 
budget  procedures,  implementing  legislation  would  provide  the  ob- 
jective criteria  that  the  Supreme  Court  has  said  are  necessary  to 
guide  judicial  decisionmaking  in  politically  tinged  cases. 

In  conclusion,  Mr.  Chairman,  for  most  of  this  Nation's  history  the 
growth  of  the  Federal  Government  was  held  in  check  by  an  implicit 
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policy  against  deficits,  except  during  war,  recession,  or  other  emer- 
gencies. In  recent  times,  tne  erosion  of  this  principle  has  create 
persistent  structural  deficits,  removed  the  need  to  limit  and 
prioritize  programs,  and  led  to  an  excessively  large  Federal  sector. 
The  balanced-budget  requirement  that  Federal  operations  be  fund- 
ed from  current  revenues  restores  an  important  principle  of  fiscal 
responsibility  and  limited  government.  It  will  return  this  country 
to  sound  economic  principles  and  provide  for  our  continued  growth 
and  prosperity. 

Thank  you. 

[The  prepared  statement  of  Dr.  Regalia  follows:] 

Prepared  Statement  of  Dr.  Martin  A.  Regalia 

Mr.  Chairman  and  Members  of  the  Subcommittee,  my  came  is  Martin  RegaUa  and 
I  am  the  Vice  President  for  Economic  Pohcy  and  the  Chief  Economist  for  the  U.S. 
Chamber  of  Commerce.  The  Chamber  is  the  world's  largest  business  federation,  rep- 
resenting 215,000  businesses,  3,000  state  and  local  chambers  of  commerce,  1,200 
trade  and  professional  associations,  and  69  American  Chambers  of  Commerce 
abroad.  We  appreciate  the  opportunity  to  appear  before  this  subcommittee  to  com- 
ment on  S.J.  Res.  41,  the  proposed  balanced  budget  amendment  to  the  U.S.  Con- 
stitution. 

The  Chamber  strongly  supports  a  balanced  budget  amendment  to  the  Constitu- 
tion. Our  members  and  their  employees — indeed  the  American  people — have  a  vest- 
ed interest  in  seeing  the  federal  government  adhere  to  the  principle  of  fiscal  respon- 
sibility. Business,  as  much  as  any  sector  of  American  society,  has  felt  the  effects  of 
federal  fiscal  mismanagement  and  inefficiencies.  Escalating  federal  deficits  reduce 
savings,  displace  investment,  and  lead  ultimately  to  increased  taxes  and  bigger  gov- 
ernment. The  combined  effect  is  to  distort  incentives,  stymie  income  and  job  growth, 
and  handicap  U.S.  firms  in  the  global  marketplace. 

The  balanced  budget  amendment  would  prohibit  federal  outlays  from  exceeding 
revenues,  unless  Congress  approved  a  deficit  by  a  three-fifths  vote  of  both  the  Sen- 
ate and  House.  The  amendment  would  require  the  same  three-fifths  vote  to  increase 
the  federal  debt  limit  and  would  require  a  "Constitutional  majority" — 51  votes  in  the 
Senate  and  218  votes  in  the  House — to  raise  federal  taxes.  The  Chamber  believes 
that  such  "supermajority"  voting  requirements,  which  can  firmly  be  established  by 
Constitutional  amendment,  are  key  to  fostering  fiscal  discipline.  To  be  effective, 
budgetary  rules  must  be  placed  beyond  the  reach  of  simple  Congressional  majorities. 

The  Chamber  is  convinced  that  the  balanced  budget  amendment  will  place  re- 
newed emphasis  on  fiscal  discipline,  force  Congress  to  prioritize  its  spending  pro- 
grams, and  constrain  its  ability  to  raise  current  taxes  or  ensure  the  need  for  mture 
tax  increases  through  increased  government  borrowing.  The  passage  of  this  amend- 
ment will  enhance  prospects  for  additional  budget  reforms,  including  tax  and  spend- 
ing limitations,  ana  line-item  veto  authority  for  the  President. 

The  balanced  budget  amendment  has  been  chaillenged  on  various  grounds,  includ- 
ing its  economic  effects,  its  appropriateness  for  the  Constitution,  and  the  contention 
that  it  would  needlessly  involve  the  court  system  in  its  enforcement.  I  would  like 
to  address  each  of  these  issues  in  some  detail,  and  share  with  the  committee  the 
conclusions  reached  by  the  Chamber. 

ECONOMIC  ASPECTS  OF  THE  BALANCED  BUDGET  AMENDMENT 

Critics  of  the  balanced  budget  amendment  contend  that  the  negative  effects  of 
deficits  are  overblown,  that  deficits  really  do  not  matter.  Others  admit  to  some  of 
the  negative  effects,  but  point  to  recent  "improvements"  in  the  deficit,  claiming  that 
we  have  adequately  addressed  the  problem.  Still  others  acknowledge  the  serious 
long-term  ramifications  of  deficits,  but  claim  that  correcting  this  situation  carries 
too  high  a  social  or  political  price. 

Problems  caused  by  deficits 

Chronic  government  deficits,  and  the  resultant  accumulation  of  government  debt, 
reduce  the  level  of  savings  and  investment,  lower  productivity  growth,  raise  the 
specter  of  inflation,  put  upward  pressure  on  interest  rates,  encourage  trade  deficits, 
and  lower  our  standard  of^  living. 

Throughout  the  1980's  and  1990's,  we  have  seen  the  savings  rate  fall  from  about 
8  percent  to  consistently  below  4  percent — too  low  to  support  the  investment  re- 
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quired  for  high  productivity  growth.  Because  long-term  productivity  growth  is  the 
key  to  rising  standards  of  living,  it  is  dangerous  to  be  skimping  on  investment. 

In  a  complex,  interlocking,  international  economy,  sustained  deficit  spending 
causes  other  distortions  as  well.  Let  me  mention  just  three  important  economic  dis- 
locations: 

•  First,  chronic  government  borrowing  tends  to  put  upward  pressure  on  interest 
rates.  Businesses  seeking  to  raise  capital  and  households  applying  for  mort- 

fages  have  to  compete  with  the  federal  government  in  securing  loanable  funds, 
'his  increase  in  ^mand  pushes  interest  rates  up.  Consequently,  fewer  loans 
are  made  to  the  private  sector,  and  those  that  are  made  carry  a  higher  interest 
rate.  This  is  known  as  "crowding  out,"  since  government  borrowing  displaces 
some  private  borrowing. 

•  Second,  because  our  economy  is  increasingly  linked  to  the  global  market,  there 
are  important  international  impacts  related  to  the  budget  deficit.  Higher  inter- 
est rates  tend  to  precipitate  an  overvalued  dollar,  meaning  that  our  goods  and 
services  cost  more  to  our  trading  partners.  This  lowers  our  exports  and  pushes 
up  our  trade  deficit.  Many  contend  that  one  of  the  major  forces  behind  the  huge 
trade  deficits  of  the  1980's  was  the  federal  budget  deficit. 

•  Third  the  amount  we  are  paying  to  service  our  national  debt  has  grown  almost 
fivefold  since  1979— from  $43  biUion  to  $203  billion  in  1994.  As  a  share  of  total 
government  outlays,  interest  payments  on  the  debt  have  about  doubled  from  7.4 
percent  during  the  1970's  to  over  14  percent  currently.  That  means  that  for  the 
same  amount  of  revenue,  there  is  less  money  for  other  government  programs, 
whether  it  is  for  national  defense,  our  court  system.  Head  Start,  or  environ- 
mental cleanup.  No  matter  what  the  budget  priorities  are,  fewer  funds  are 
available. 

Some  critics  charge  that  these  negative  effects  of  government  are  largely  over- 
blown and  that  much  government  spending  is  reallv  investment.  Some  government 
spending  can  be  regarded  as  "investment  spending, '  meaning  that  funds  spent  now 
will  generate  stronger  economic  growth  later.  Spending  on  infrastructure — high- 
ways, bridges,  dams,  and  mass  transit,  for  example— and  other  programs  such  as 
education  are  often  thought  of  that  way,  since  they  provide  benefits  over  a  long  pe- 
riod of  time.  But  the  bulk  of  government  spending  goes  to  projects  and  programs 
that  do  not  provide  much  of  a  return  over  time,  but  instead  represent  "current 
spending."  Such  programs  include  federal  retirement  programs,  unemployment  in- 
surance, agricultural  extension  offices,  and  so  forth.  While  many  of  these  programs 
are  desirable,  we  need  to  recognize  that  we  are  borrowing  vast  sums  to  pay  for  bene- 
fits that  are  only  short-lived.  «-  •     ..  ^, 

Because  an  extra  dollar  of  private  investment  is  generally  more  efficient  than  an 
extra  dollar  of  government  investment,  our  productive  capacity  generally  grows  less 
when  funds  are  diverted  away  from  the  private  sector.  This  means  that  productivity 
and  wage  growth  will  be  held  back,  lowering  our  standard  of  living. 

To  sum  up,  there  are  serious  economic  side  effects  of  deficit  spending  that  Wash- 
ington tends  to  ignore.  In  addition  to  restoring  discipline  to  the  spending  decisions 
of  Congress,  the  balanced  budget  amendment  seeks  to  remove  the  economic  distor- 
tion caused  by  chronic  deficit  spending. 

Have  we  addressed  this  problem? 

Many  critics  of  the  balanced  budget  amendment  will  acknowledge  the  problem  but 
claim  that  such  a  "drastic"  solution  is  unnecessary.  They  point  to  recent  legislation 
as  evidence  that  we  have  solved  our  problem.  Unfortunately,  this  is  an  extreme  form 
of  denial.  We  need  only  look  to  history  and  the  Administration's  own  estimates  to 
see  the  fallacy  in  this  argument.  „  x^ 

Until  about  1960  or  so,  running  a  balanced  budget  over  time  was  an  unwritten 
Constitutional  amendment."  The  U.S.  government  ran  deficits  during  the  War  of 
1812,  the  severe  recession  of  1837-43,  the  Civil  War,  and  the  Spanish-American 
War  to  name  a  few  episodes.  But  in  other  periods,  the  federal  government  ran  sur- 
pluses to  reduce  its  outstanding  debt.  On  the  whole,  only  emergencies  justified  run- 
ning a  deficit.  ■■,     i    ^.-l.         x 

But  since  1960,  this  informal  rule  apparently  has  gone  by  the  wayside.  In  the  past 
34  years,  the  United  States  has  avoided  a  deficit  only  once,  when  in  1969  there  was 
a  surplus  of  $3  billion.  Given  the  chronic  deficits  we  have  come  to  expect,  it  is  time 
to  make  explicit  through  a  Constitutional  amendment  the  old  implicit  principle  of 
government  living  within  its  means.  ■,  r-  ■    i 

It  is  true  that  Washington  made  some  progress  in  trimming  the  deficit  last  sum- 
mer when  it  passed  the  Omnibus  Budget  Reconcihation  Act  (OBRA).  The  non- 
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partisan  Congressional  Budget  Office  (CBO)  estimated  in  September  1993  that 
OBRA  will  cut  $433  billion  of  debt  over  the  next  five  years  from  the  projected  base- 
Une  (i.e.,  pre-OBRA)  level  of  debt. i  In  its  January  1994  report,  CBO  concludes  that 
the  deficit  outlook  is  slightlv  better  than  it  projected  last  September.  But  even  with 
the  new  figures,  the  post-OBRA  deficit  is  still  at  $204  bilhon  in  fiscal  year  1999, 
and  it  is  also  on  the  rise.  By  fiscal  year  2004,  according  to  CBO,  the  deficit  is  pro- 
jected to  hit  $365  biUion.  As  a  percentage  of  total  output,  that  means  the  deficit  will 
rise  from  2.4  percent  of  GDP  in  fiscal  year  1999  to  3.3  percent  in  fiscal  year  2004.2 
Like  the  budget  deals  in  the  decade  before  it,  OBRA  clearly  does  not  solve  the 
deficit  problem.  That  is  why  it  is  imperative  to  turn  to  a  Constitutional,  rather  than 
a  statutory,  remedy  for  our  chronic  deficit  problem. 

Is  this  problem  too  big  to  address? 

This  last  criticism  of  the  balanced  budget  amendment  is  perhaps  the  most  insid- 
ious of  all — admitting  that  we  have  a  problem  but  relying  on  the  addict's  excuse 
that  it  is  simply  too  hard  to  quit. 

Indeed,  if  the  deficit  were  reduced  all  at  once — from  fiscal  year  1994's  projected 
$223  bUHona  to  zero  next  year,  for  example — there  would  be  a  severe  disruption. 
Because  the  removal  of  so  much  fiscal  stimulus  in  one  year  is  not  advisable,  the 
balanced  budget  amendment  calls  for  the  provision  to  become  law  in  fiscal  year  1999 
(this  date  may  even  be  pushed  back  a  year  or  two),  or  two  years  after  the  ratifica- 
tion by  three-quarters  of  the  states,  whichever  is  later.  Thus,  if  Congress  begins 
today,  it  would  have  at  least  five  years  to  implement  the  needed  changes. 

While  we  should  expect  some  disruption — ^balancing  the  budget  is  not,  in  the 
short-term,  an  economic  growth  poUcy — we  will  see  several  long-term  benefits.  But 
the  short-term  distress  can  be  mitigated,  according  to  economic  simulations  per- 
formed in  a  1992  study  conducted  oy  Laurence  H.  Meyer  &  Associates,  a  non- 
g artisan  and  highly  regarded  macroeconomic  consulting  firm  based  in  St.  Louis, 
lissouri.  If  we  had  started  in  1993  and  balanced  the  budget  by  1998,  and  used  Fed- 
eral Reserve  policy  to  cushion  the  economy,  Meyer  estimates  that  total  output  would 
be  between  1  percent  to  1.6  percent  higher  in  2003.  Even  1  percent  additional  out- 
put means  an  economy  that  is  $80  billion  larger  (measured  in  today's  dollars).-* 

Moreover,  it  makes  a  difference  whether  the  budget  is  balanced  using  spending 
cuts  or  tax  increases.  In  the  study  cited  above,  the  highest  gains  came  from  deficit 
reduction  using  expenditure  cuts.  Because  tax  increases  create  disincentives  for 
labor  and  investment,  using  taxes  mitigates  some  of  the  beneficial  effects  of  deficit 
reduction  on  interest  rates. 

This  issue  of  increased  taxes  has  caused  much  concern.  Opponents  and  pro- 
ponents alike  are  worried  that  despite  the  benefits  of  spending  cuts,  tax  increases 
will  be  used  to  close  the  deficit  and  achieve  a  balanced  budget.  This  is  a  legitimate 
concern  in  light  of  the  fact  that  taxes  are  already  being  used  to  close  the  deficit 
gap— witness  the  tax  increases  in  1982,  1983,  1984,  1985,  1988,  1989,  1990  and 
1993.  By  requiring  a  balanced  budget,  additional  pressure  will  be  placed  on  Con- 
gress to  tackle  the  spending  cuts  that  should  be  made.  It  is  often  said  that  the  dif- 
ference between  government  borrowing  and  raising  taxes  is  just  a  question  of  taxes 
today  or  taxes  tomorrow.  The  kejy  point  is  that,  no  matter  how  it  is  financed,  the 

f government  is  consuming  economic  resources,  and  the  amount  of  spending  will  sure- 
y  be  greater  when  government  is  allowed  to  use  deficit  spending. 

We  helieve  that  Congress  will  not  just  raise  teixes  to  close  the  deficit,  leave  spend- 
ing intact,  and  walk  away — if  it  could,  it  would  have  done  so  a  decade  ago  and 
spared  us  this  long  debate  on  deficit  spending.  Rather,  Congress  will  have  to 
confront  its  voracious  spending  habit.  The  end  result  will  be  a  lower  level  of  govern- 
ment spending,  and  less  government  involvement  in  the  economy. 

In  aadition,  a  couple  of  provisions  in  the  balanced  budget  amendment  make  it 
more  difficult  to  raise  taxes.  As  I  mentioned  earlier,  the  amendment  requires  both 
a  roll  call  vote  (instead  of  anonymous  voice  votes)  and  a  Constitutional  majority 
(which  means  51  votes  would  be  required  in  the  Senate  and  218  votes  in  the  House 
instead  of  a  majority  of  those  voting)  to  raise  taxes.  This  may  not  sound  like  much 
of  a  hurdle,  but  note  that  the  1993  tax  increase  would  have  needed  an  additional 
two  Senate  votes  under  such  a  requirement.  Instead,  it  passed  after  Vice  President 
Gore's  vote  broke  a  49—49  deadlock. 


1  Congressional  Budget  Office,  The  Economic  and  Budget  Outlook:  An  Update,   September 
1993,  pp.  26-29. 

2  Congressional  Budget  Office,  The  Economic  and  Budget  Outlook:  Fiscal  Years  1995-1999, 
January  1994,  p.  29. 

3  Ibid,  p.  29. 

*  Laurence  H.  Meyer  &  Associates,  Balancing  the  Budget:  An  Analysis  of  the  Economic  Effects 
of  Deficit  Reduction,  prepared  for  the  Chase  Manhattan  Bank,  December  1992,  p.  1. 
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Finally,  of  covu-se,  members  of  Congress  would  have  to  face  the  political  con- 
sequences of  raising  taxes.  A  roll  call  vote  would  identify  those  who  voted  to  raise 
taxes,  increasing  accountability.  Also,  the  elevation  of  fiscal  responsibility  to  Con- 
stitutional dimensions  can  be  expected  to  focus  greater  public  scrutiny  on  taxing  de- 
cisions. 

LEGAL  AND  CONSTITUTIONAL  CONCERNS 

The  appropriateness  for  the  Constitution 

Some  commentators  have  argued  that  a  balanced  budget  requirement  is  a  mere 
rule  of  accounting,  incompatible  with  the  broad  principles  embodied  in  the  Constitu- 
tion. It  is  worth  noting  tnat  the  Constitution  alreadv  contains  several  narrowly  fo- 
cused economic  and  fiscal  provisions,  including  the  Article  I,  Section  9  requirement 
of  "a  regular  statement  and  account  of  the  receipts  and  expenditures  of  all  public 
money"  and  the  Article  I,  Section  8  reauirement  that  "duties,  imposts  and  excises 
*  *  *  [be]  uniform  throughout  the  United  States." 

Moreover,  the  balanced  budget  amendment  embodies  two  principal  themes  of  the 
Constitution:  limitation  on  federal  power,  and  protection  of  politically  under-rep- 
resented groups  against  majoritarian  abuse.  Thomas  Jefferson,  who  perceived  the 
inherent  expansionist  tendency  of  central  government,  supported  a  Constitutional 
prohibition  of  federal  borrowing  as  a  means  of  protecting  individual  liberty.  As  I 
noted  earlier,  our  federal  government  embraced  the  practice  of  holding  government 
spending  in  check  to  avoid  deficits,  except  during  war  or  recession.  In  recent  times, 
the  erosion  of  this  principle  has  created  persistent  structural  deficits,  removed  the 
need  to  limit  and  prioritize  programs,  ana  led  to  an  excessively  large  federal  sector. 
The  balanced  budget  amendment  requirement  that  federal  operations  be  funded 
from  current  revenues  restores  an  important  principle  of  fiscal  responsibility  and 
limited  government. 

Likewise,  the  protection  of  groups  with  limited  access  to  the  political  process  has 
emerged  as  a  major  theme  of  Constitutional  law.^  Limitations  have  been  placed  on 
governmental  actions  which  unfairly  impact  racial  minorities,  aliens,  and  other  "dis- 
creet and  insular"  groups.^  Because  future  generations  who  will  bear  much  of  the 
burden  of  current  policy  lack  input  into  the  electoral  process,  it  may  be  that  their 
interests  are  undervalued  in  federal  budget  decisions.  The  balanced  budget  amend- 
ment seeks  to  ensure  that  the  vital  interests  of  young  and  future  Americans  are  re- 
flected in  the  decisions  of  Congress,  embodying  a  principle  of  fairness  and  political 
inclusion  consistent  with  the  best  provisions  of  the  Constitution. 

The  limits  of  statutory  solutions 

Statutory  attempts  to  impose  fiscal  discipline  upon  the  federal  government  have 
failed,  largely  because  Congress  was  able  to  change  the  rules  in  mid-game.  The  am- 
bitious deficit-reduction  targets  of  the  1985  Gramm-Rudman-Hollings  law  were  re- 
peatedly modified  when  they  conflicted  with  Congress'  spending  ambitions.  Like- 
wise, big-ticket  items  such  as  unemployment  compensation  payments  and  disaster 
rehef  are  customarily  designated  as  "emergency"  spending,  which  exempts  them 
from  spending  caps.  Between  1980  and  1990,  each  year's  actual  spending  exceeded 
the  targets  of  that  year's  budget  resolution  by  an  average  of  $30  billion  (the  excess 
was  $85  billion  in  1990).? 

Each  statutory  response  to  the  deficit  has  shown  the  same  vulnerability:  hard-won 
budget  rules  can  be  waived  or  modified  by  a  simple  majority  vote.  Not  surprisingly, 
a  majority  can  usually  be  assembled  to  support  more  spending.  The  key  advantage 
of  a  Constitutional  amendment  is  that  tough  budgetary  rules  can  be  placed  beyond 
the  reach  of  simple  Congressional  majorities.  The  Simon/Hatch  proposal  requires 
yearly  enactment  of  a  balanced  budget,  unless  Congress  approves  a  specific  deficit 
for  that  fiscal  year  by  a  three-fifths  vote  of  each  house.  (A  simple  majority  of  each 
house  can  waive  the  balanced  budget  requirement  during  a  time  of  war.)  The 
supermaiority  requirement  reflects  the  view  that  incurring  a  deficit  should  be  an  ex- 
ceptional event  that  requires  clear  consensus.  The  Simon/Hatch  Amendment  com- 
mits future  Congresses  to  avoid  persistent,  structural  deficits,  while  providing  them 
the  flexibility  to  respond  to  true  emergencies. 

While  the  balanced  budget  amendment  mandates  a  zero  deficit  by  a  time  certain, 
it  does  not  specify  how  to  get  there.  The  Chamber  believes  that  enactment  of  a  bal- 
anced budget  amendment  will  force  Congress  to  take  a  close  look  at  statutory  mech- 


5  John  Hart  Ely,  Toward  A  Representation-Reinforcing  Mode  of  Judicial  Review,  37  Md.  Law 
Review  451  (1978). 
»  United  States  v.  Carotene  Products  Co.,  304  U.S.  144  (1938),  footnote  4. 
7  Congressional  Budget  Office,  The  Economic  and  Budget  Outlook,  January  1993,  p.  108. 
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anisms  designed  to  reach  that  goal,  and  this  will  probably  begin  well  in  advance 
of  final  ratification  by  the  states.  In  approving  S.J.  Res.  41,  the  Senate  Judiciary 
Committee  contemplated  enactment  of  "legislation  that  will  better  enable  the  Con- 
gress and  the  President  to  comply  with  the  language  and  intent  of  the  amend- 
ment." s  Additional  budget  process  reforms  may  include  tax  and  spending  limita- 
tions, line-item  veto  authority,  and  the  creation  of  an  independent  commission  to 
recommend  spending  cuts.  The  balanced  budget  amendment  will  thus  lay  the 
groundwork  for  further  budget  process  reforms  at  the  statutory  level. 

The  amendment  preserves  flexibility 

The  Simon/Hatch  Amendment  does  not  prohibit  Congress  from  running  a  deficit 
in  a  given  year;  it  merely  requires  that  this  decision  be  approved  by  three-fifths  of 
each  house.  This  degree  of  consensus  is  reauired  for  many  important  decisions,  in- 
cluding the  approval  of  a  treaty,  and  override  of  a  Presidential  veto.  In  the  balanced 
budget  amendment,  the  three-fifths  requirement  reflects  the  view  that  incurring  a 
deficit  should  be  an  exceptional  event  that  is  carefully  scrutinized.  At  the  same 
time,  this  provision  allows  Congress  and  the  President  the  flexibility  to  respond  to 
genuine  emergencies.  Should  large-scale  domestic  problems  such  as  recessions  or 
natural  disasters  alter  budget  needs,  it  will  be  possible  to  assemble  a  three-fifths 
consensus  that  recognizes  this.  In  the  case  of  foreign  aggression,  the  balanced  budg- 
et requirement  can  be  suspended  by  a  simple  majority  vote  of  each  house. 

The  role  of  the  courts 

Some  lawmakers  and  commentators  have  raised  questions  about  the  enforcement 
of  a  balanced  budget  amendment.  A  primary  concern  is  that  Congressional  efforts 
to  meet  the  balanced  budget  requirement  would  be  challenged  in  the  courts,  and  the 
judiciary  would  be  thrust  into  a  non-judicial  role  of  weighing  policy  demands,  slash- 
ing programs,  and  increasing  taxes. 

On  the  other  hand,  there  is  a  legitimate  and  necessary  role  for  the  courts  in  en- 
suring compliance  with  the  amendment.  Congress  could  potentially  circumvent  bal- 
anced budget  amendment  requirements  through  unrealistic  revenue  estimates, 
emergency  designations,  off-budget  accounts,  unfunded  mandates,  and  other  gim- 
mickry. It  is  our  view  that  the  need  to  proscribe  judicial  policymaking  can  be  rec- 
onciled with  a  constructive  role  for  the  courts  in  maintaining  the  integrity  of  the 
balanced  budget  requirement. 

In  general,  the  courts  have  shown  an  unwillingness  to  interject  themselves  into 
the  fray  of  budgetary  politics.  The  New  Jersey  Supreme  Court  observed  that  "it  is 
a  rare  case  *  *  *  in  which  the  judiciarv  has  any  proper  Constitutional  role  in  making 
budget  allocation  decisions."  s  The  judiciary  has  remained  clear  of  most  budget  con- 
troversies through  doctrines  of  "non-judiciability,"  including  "mootness,"  "standing," 
and  the  "political  question"  doctrine. 

A  case  is  considered  moot,  and  can  be  rejected  by  the  court,  if  the  matter  in  con- 
troversy is  no  longer  current.  This  will  be  a  factor  in  manv  budgetary  controversies, 
such  as  those  based  on  unplanned  expenditures  or  flawed  revenue  estimates  which 
become  apparent  near  the  end  of  the  fiscal  year. 

The  doctrine  of  standing  limits  judicial  access  to  parties  who  can  show  a  direct 
injury  over  and  above  that  incurred  by  the  general  pubhc.  The  logic  is  that  the 
grievances  of  the  public  (or  substantial  segments  thereof)  are  the  proper  domain  of 
the  legislature.  10  The  U.S.  Supreme  Court  has  held  that  status  as  a  taxpayer  does 
not  automatically  confer  standing  to  challenge  federal  actions, n  and  has  barred  tax- 
payer challenges  of  budget  and  revenue  policies  in  the  absence  of  special  injuries 
to  the  plaintiffs.  12 

The  political  question  doctrine  is  a  related  principle  that  the  courts  should  remain 
out  of  matters  which  the  Constitution  has  committed  to  another  branch  of  govern- 
ment. The  Supreme  Court  has  held  that  a  "political  question"  exists  when  a  case 
would  require  "nonjudicial  discretion."  i3  This  would  be  the  case  with  many  budg- 
etary controversies,  such  as  the  choice  to  cut  particular  programs,  which  by  their 
nature  require  ideological  choices  and  the  balancing  of  competing  needs. 


8S.  Rpt.  103-163,  103rd  Congress,  1st  Session  (1993),  p.  6. 

^Board  of  Education  v.  Kean,  457  A.2d  59  (1982). 

10 F/asf  V.  Cohen,  392  U.S.  83  (1968)  (Harlan,  J.,  dissenting). 

^^Massachusetts  v.  Mellon,  262  U.S.  447  (1923). 

^2  United  States  v.  Richardson,  418  U.S.  166  (1974)  (plaintiffs  challenged  a  statute  allowing 
the  CIA  to  avoid  public  reporting  of  its  budget);  Simon  v.  Eastern  Kentucky  Welfare  Rights  Orga- 
nization, 426  U.S.  26  (1976)  (plaintiffs  challenged  a  Revenue  Ruling  granting  favorable  tax 
treatment  to  certain  hospitals  as  inconsistent  vdth  the  Internal  Revenue  Code). 

^^ Baker  v.  Carr,  369  U.S.  186  (1962). 
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In  contrast,  courts  have  asserted  jurisdiction  over  politically  tinged  controversies 
where  they  find  "discoverable  and  manageable  standards"  for  resolving  them.  The 
Supreme  Court  has  reasoned  that  objective  criteria  guide  judicial  decisionmaking 
and  limit  the  opportunity  for  overreaching.  i4  In  the  balanced  budget  context,  the 
"discoverable  and  manageable  standards"  principle  can  help  demarcate  lines  be- 
tween impermissible  judicial  policymaking  and  the  needed  enforcement  of  account- 
ing rules  and  budget  procedures. 

A  strong  framework  of  accounting  guidelines  will  emerge  from  implementing  leg- 
islation. The  Senate  Judiciary  Committee  has  interpreted  Section  6  of  the  bill  to  im- 
pose "a  positive  obligation  on  the  part  of  Congress  to  enact  appropriate  legislation" 
regarding  this  complex  issue.  i5  Supporters  in  both  the  House  and  Senate  have  indi- 
cated their  intention  that  implementing  legislation  embrace  stringent  accounting 
standards  that  will  minimize  the  potential  for  litigation.  Should  legitimate  questions 
arise  concerning  the  methods  by  which  Congress  balances  the  budget,  these  stand- 
ards will  also  provide  objective  criteria  which  meet  Constitutional  standards  for  ju- 
dicial intervention. 

The  implementing  package  is  also  likely  to  establish  guidelines  for  judicial  in- 
volvement, defining  those  issues  appropriate  for  litigation  and  which  parties  have 
standing  to  litigate  them.  State  budget  officers,  for  exemiple,  could  be  given  standing 
to  contest  unfunded  federal  mandates.  These  enforcement  procedures,  coupled  with 
budget  process  and  accounting  guidelines,  will  operate  ageiinst  a  backdrop  of  tradi- 
tional legal  principles  to  rationally  limit  judicial  action.  The  effect  should  be  to  pre- 
vent judicial  overreaching  into  legislative  ftinctions,  while  providing  a  check  on  Con- 
gressional attempts  to  evade  the  requirements  of  the  balanced  budget  amendment 
through  procedural  and  numerical  gimmickry. 

CONCLUSION 

For  most  of  our  nation's  history,  the  growth  of  the  federal  government  was  held 
in  check  by  an  impUcit  policy  against  deficits,  except  during  war  or  recession.  In 
recent  times,  the  erosion  of  this  principle  has  created  persistent  structural  deficits, 
removed  the  need  to  limit  and  prioritize  programs,  and  led  to  an  excessively  large 
federal  sector.  Our  federal  borrowing  has  created  economic  distortions  that  wiU  re- 
sult in  less  investment,  lower  productivity,  and  a  lower  standard  of  living  for  all 
Americans.  The  balanced  budget  requirement  that  federal  operations  be  funded 
from  current  revenues  restores  a  critical  principle  of  fiscal  responsibility  and  limited 
government.  It  will  help  return  this  country  to  sound  economic  principles  and  pro- 
vide for  our  continued  growth  and  prosperity. 

Senator  Simon.  We  thank  you  very  much. 
Mr.  Stanley? 

STATEMENT  OF  DAVID  M.  STANLEY 

Mr.  Stanley.  Senator  Simon,  I  first  want  to  thank  you  for  your 
courtesy  in  having  better  weather  for  us  this  morning  than  we  gave 
you  when  we  brought  you  out  to  Iowa  a  month  ago  on  a  record  23- 
below-zero.  I  would  like  to  report  the  Iowa  weather  has  warmed  up 
greatly,  and  since  Illinois  gets  our  weather  when  we  are  through 
with  it,  I  assume  Illinois  is  now  benefiting  also. 

Senator  SiMON.  Illinois  is  better  now,  too.  I  did  not  expect  to  get 
that  cold  a  reception  in  Iowa  as  I  received.  [Laughter.] 

Mr.  Stanley.  I  hope  the  warmth  of  the  inside  reception  offset 
the  cold  outside. 

Senator  Simon.  It  did. 

Mr.  Stanley.  Senator,  I  do  want  to  thank  you  and  all  of  your 
cosponsors  for  your  courage  and  leadership  in  making  our  Nation 
face  the  debt  disaster  for  which  we  are  headed.  The  Senate's  deci- 
sion on  this  balanced-budget  amendment  may  well  be  the  most  im- 
portant vote  that  any  Senator  will  cast  during  his  or  her  lifetime. 


14  W. 

16  S.  Rpt.  103-163,  103rd  Congress,  1st  Session  (1993). 
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I  am  speaking  as  president  of  the  National  Taxpayers  Union,  the 
largest  national  taxpayer  organization.  By  the  way,  that  is  an  un- 
paid, volunteer  position.  I  also  speak  as  a  parent,  a  grandparent, 
a  lawyer — everybody  is  entitled  to  one  fault — manager  of  a  little  in- 
vestment company,  and  a  former  Iowa  legislator.  Now,  my  friends 
call  me  a  "reformed"  or  "recovering"  legislator,  and  I  did  develop 
some  bad  habits.  So  if  you  get  through  listening  before  I  get 
through  talking,  please  give  me  a  signal.  Senator. 

The  American  people  want  the  balanced-budget  amendment  by  a 
landslide  majority,  consistently  more  than  a  two-thirds  majority  in 
every  national  poll  over  the  last  10  years,  and  it  is  fascinating  that 
that  huge  margin  of  support,  more  than  3-to-l  in  the  latest  poll, 
holds  up  even  after  a  nationwide  multimillion  dollar  campaign  of 
fear  and  distortion  by  special  interests  opposing  this  balanced- 
budget  amendment. 

I  agree  with  Senator  Tsongas.  This  is  not  merely  a  problem.  It 
is  a  debt  addiction.  It  took  205  years  for  our  official  Federal  debt 
to  reach  $1  trillion.  It  then  took  only  11  years  to  quadruple  that 
debt  to  $4  trillion.  And  a  National  Taxpayers  Union  study  fmds 
true  Federal  debt — all  the  unfunded  liabilities — is  more  like  $17 
trillion.  But  looking  only  at  the  official  debt,  quadrupled  in  11 
years.  Where  are  we  headed  as  a  Nation? 

I  find  one  confirmation  of  our  addiction  is  the  current  rejoicing 
that,  hey,  folks,  we  are  solving  the  problem.  With  a  strongly  recov- 
ering economy,  the  annual  deficit  has  now  fallen  back  below  $200 
billion.  And  we  are  now  told,  well,  we  will  not  quite  add  a  trillion 
dollars  to  the  national  debt  during  the  current  4-year  period;  it  is 
going  to  be  a  little  less  than  that. 

But  your  chart,  the  CBO  figures,  showed  this  is  temporary.  It  be- 
gins rising  again  and  rising  rapidly  within  a  few  years  under  the 
most  optimistic  government  estimates.  May  I  point  out  what  is 
happening?  It  is  a  very  familiar  story. 

Look  at  that  chart  up  there.  In  the  3  years  1987,  1988,  1989, 
with  a  strong  economy,  we  dropped  the  deficit  back  down  under 
$200  billion.  What  happened  the  next  3  years?  It  soared  again.  I 
do  not  regard  deficits  under  $200  billion  as  anything  to  rejoice 
about,  but  we  will  go — and  the  CBO  figures  prove  it — right  back  to 
the  same  old  pattern.  We  have  not  solved  this  problem.  We  have 
had  25  consecutive  years  of  deficit  spending  and  rising  debt.  For 
25  years,  every  President,  regardless  of  party,  every  Congress,  re- 
gardless of  party,  has  promised:  Trust  us,  we  do  not  need  a  bal- 
anced-budget amendment,  we  are  going  to  solve  this  problem.  But 
it  has  not  happened  yet.  And  the  American  people  are  already  pay- 
ing the  price  in  inflation.  Why  is  it  that  we  now  accept  3  or  4  per- 
cent inflation  as  normal,  where  30  years  ago  3  percent  inflation 
was  intolerable,  and  real  interest  rates,  particularly  long-term 
rates,  higher  than  they  need  to  be  because  of  Federal  borrowing 
and  crowding  out,  and  especially  on  unemployment,  jobs  lost,  new 
jobs  not  created  because  the  capital  needed  by  our  businesses  is 
being  borrowed  by  the  Federal  Government. 

And,  especially,  what  about  our  children  and  grandchildren?  Sen- 
ator, we  are  mortgaging  the  future  of  our  families.  My  wife  and  I 
have  two  young  grandsons,  and  they  cried  when  they  were  born, 
and  I  understand  why  they  cried,  coming  into  the  world  owing  a 
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huge  and  growing  share  of  the  national  debt.  Each  American's 
share  of  this  debt  is  now  $17,600  and  going  higher  every  day.  A 
baby — this  is  in  addition — a  baby  bom  today  will  pay  in  a  normal 
lifetime  $130,000  extra  taxes  just  to  pay  the  interest  on  the  current 
amount  of  Federal  debt  if  it  never  got  a  dollar  larger. 

This  is  fiscal  child  abuse.  It  is  wrong.  Thomas  Jefferson  said  it 
is  morally  wrong,  and  I  agree  with  Jefferson,  and  I  share  the  an- 
guish that  Senator  Tsongas  expressed  this  morning  of  what  we  are 
doing  to  our  children  and  our  grandchildren. 

Now,  can  this  go  on  forever?  History  says  no.  As  you  pointed  out 
this  morning,  at  some  point  the  overseas  holders  of  our  debt  say, 
just  like  your  local  banker  says  when  you  get  in  too  deep,  no  more. 
And  what  happens  then?  History  tells  us  the  American  people  will 
be  forced  to  accept  a  sharply  lowered  standard  of  living.  We  will 
be  like  the  family  whose  banker  requires  halting  the  debt  binge 
and  shifting  a  big  share  of  family  income  into  debt  repayment.  And 
we,  unfortunately,  are  also  likely  to  suffer  the  runaway  inflation 
that  has  destroyed  other  nations  that  let  their  debt  get  out  of  con- 
trol. 

I  suggest  the  real  danger  is  even  more  than  economic  collapse. 
Look  at  Germany  in  the  1920's.  Look  at  Argentina.  Look  at  Brazil. 
Runaway  debt  threatens  long-term  political  order,  threatens  the 
survival  of  the  freedoms  in  our  Bill  of  Rights. 

Now,  couldn't  the  Congress  and  President  balance  the  budget  by 
passing  a  law?  We  do  not  need  a  constitutional  amendment.  I 
would  say  yes,  and  pigs  could  fly  if  they  had  wings.  We  have  a  lot 
of  pigs  in  Iowa,  but  I  have  not  seen  one  flying  yet.  And  I  suggest 
you  are  more  likely  to  see  pigs  flying  than  to  see  the  Federal  Gov- 
ernment actually  balance  its  budget  by  passing  a  law. 

With  sincere  intent,  they  have  tried  half  a  dozen  different  bal- 
anced budget  or  budget  control  laws  over  the  last  25  years.  Every 
one  of  them  has  failed.  It  is  interesting  that  people  like  former  Sen- 
ators Tsongas  and  Rudman,  who  fought  against  a  balanced-budget 
constitutional  amendment,  now  say  it  is  the  only  thing  that  will 
work. 

The  claim  that  we  do  not  need  a  constitutional  amendment,  we 
just  need  will  power,  sounds  to  me  like  the  heroin  addict  who,  after 
25  years  of  addiction,  says,  folks,  I  have  changed  my  mind,  I  have 
reformed,  I  am  going  to  quit  tomorrow.  Sorry,  but  I  do  not  believe 
it.  I  think  25  years  is  too  long  to  wait. 

May  I  point  out,  under  the  Gramm-Rudman-Hollings  law,  we 
were  promised  a  balanced  budget  in  1991.  What  did  we  do  in  1991? 
We  had  at  that  time  the  largest  deficit  in  history. 

I  suggest  that  those  who  believe  we  can  balance  the  budget  with- 
out a  constitutional  amendment,  after  this  history,  must  be  believ- 
ers in  the  Tooth  Fairy  and  the  Easter  Bunny. 

My  good  friend  and  fellow  lowan,  Dean  Kleckner,  president  of 
the  American  Farm  Bureau,  put  it  this  way:  "Laws  can  control  peo- 
ple. Only  the  Constitution  can  control  government."  And  my  writ- 
ten testimony  gives  you  three  reasons  why  the  system  has  fun- 
damentally changed,  why  it  is  out  of  control,  why  we  cannot  get 
this  national  credit  card  under  control  without  a  constitutional 
amendment. 
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When  our  opponents  say,  well,  how  can  you  justify  putting  eco- 
nomic details  into  our  Constitution,  I  suggest  that  saving  our  Na- 
tion and  our  children  from  unlimited  debt  is  far  more  than  an  eco- 
nomic detail.  This  is  a  true  human  rights  issue,  not  merely  an  eco- 
nomic issue. 

Our  people's  right  not  to  have  massive  debt  imposed  on  us  is  so 
important  it  needs  and  deserves  constitutional  protection.  That  is 
what  a  Constitution  is  for:  to  protect  human  rights  by  limiting  the 
powers  of  government.  That  is  why  a  Bill  of  Rights  limits  what  gov- 
ernment can  do  to  our  freedom  of  speech  and  freedom  of  worship. 
But  it  does  not  limit  how  much  debt  government  can  impose  on  us 
and  our  children. 

President  Woodrow  Wilson  said,  "The  history  of  liberty  is  the  his- 
tory of  the  limitation  of  governmental  power."  If  Thomas  Jefferson 
were  here  now,  he  would  be  leading  the  campaign  for  Senate  Joint 
Resolution  41.  Jefferson  not  only  wanted  to  amend  the  Constitution 
to  prohibit  debt,  going  farther  than  this  amendment  would  go,  he 
warned  that  even  the  best  government  cannot  be  trusted  with  ab- 
solute power. 

I  suggest  that  we,  the  people,  uphold  the  proud  heritage  of  our 
Bill  of  Rights  when  we  use  the  constitutional  amendment  process 
as  our  Founders  intended  to  protect  the  people  against  runaway 
Federal  debt.  This  protection  belongs  in  our  Constitution  right 
along  with  freedom  of  speech  and  freedom  of  worship. 

I  commend  you  and  the  other  drafters  of  Senate  Joint  Resolution 
41  for  your  thoughtful,  thorough,  careful  work,  your  effectiveness 
in  anticipating  and  closing  loopholes,  particularly  the  off-budget 
loophole  which  you  have  closed  completely. 

Now,  the  National  Taxpayers  Union  would  prefer  to  strengthen 
this  amendment  in  several  ways,  but  we  also  believe  it  is  much 
better  to  adopt  a  very  good  balanced-budget  amendment  than  to 
wait  forever  for  a  perfect  one.  And  we  are  realistic  about  counting 
votes.  So  the  National  Taxpayers  Union  vigorously  supports  Senate 
Joint  Resolution  41  as  written.  We  believe  it  is  strong,  effective,  ur- 
gently needed. 

May  I  look  for  just  a  moment  at  some  of  our  opponents'  attacks? 
Remember  that  most  of  our  opposition  is  financed  by  special  inter- 
ests that  want  unlimited  spending  on  our  grandchildren's  tab.  Now, 
they  know  they  cannot  win  by  arguing  against  a  balanced  budget. 
Public  support  is  too  strong.  Citizen  anger  over  this  debt  burden 
is  too  strong.  So  the  special  interests  know  they  cannot  win  on  the 
real  issue.  Their  only  hope  is  to  manufacture  false  issues.  And  the 
weakness,  the  insincerity  of  their  attacks  on  the  balanced-budget 
amendment  is  shown  by  their  inconsistency. 

For  example.  Dr.  Bergsten  has  already  pointed  out  that  it  is 
rather  strange  that  the  same  opponents  will  tell  you  out  of  one  side 
of  the  mouth  the  balanced-budget  amendment  will  not  work,  it  will 
be  ineffective,  they  will  always  fmd  a  way  to  get  around  it.  And  out 
of  the  other  side  of  the  mouth,  but  it  will  work  too  hard,  it  will  be 
too  effective,  a  draconian  straitjacket  on  the  economy. 

Now,  surely  both  of  these  claims  cannot  be  true.  In  fact,  neither 
is  true.  The  ineffective  claim  ignores  the  difference  between  a  con- 
stitutional amendment  and  a  mere  statute.  The  too-efTective  claim 
ignores  the  carefully  written  flexibility  provisions,  the  60-percent 
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override  and  so  on  of  this  amendment.  And  I  agree  with  you,  Sen- 
ator: If  our  opponents  really  thought  it  would  not  work,  would  Sen- 
ator Byrd  be  using  his  powerful  influence  so  actively  against  it? 
Would  special  interests  be  spending  millions  of  dollars  to  misrepre- 
sent and  try  to  defeat  this  amendment  if  they  thought  it  would  not 
work?  They  would  not  care.  Or  as  you  quoted  Representative 
Snowe,  Congress  would  have  passed  it  long  ago  if  it  were  merely 
a  gimmick. 

One  opposition  claim  is  that  the  amendment  will  write  too  much 
detail  into  our  Constitution.  Another  opposition  claim  is  that  the 
amendment  is  not  specific  enough  and  it  should  spell  out  exactly 
what  cuts  will  be  made  in  spending  or,  more  likely,  on  the  rate  of 
spending  growth. 

Now,  again,  these  two  arguments  cannot  both  be  valid,  and,  in 
fact,  neither  is. 

I  particularly  want  to  point  out  there  are  organizations  claiming 
to  speak  for  senior  citizens,  opposing  the  amendment  because  they 
contend  it  may  require  cuts  in  Social  Security.  That,  of  course,  is 
simply  not  true.  There  is  nothing  in  this  amendment  that  amends 
the  statutes  that  set  the  formula  for  Social  Security. 

Now,  these  opponents  ignore  the  certain  lesson  of  world  history: 
continuing  deficits  and  debt  will  surely  destroy  Social  Security  and 
all  retirement  income.  What  is  the  Social  Security  trust  fund  in- 
vested in?  It  is  all  loaned  to  the  Federal  Government.  The  trust 
fund  holds  Federal  securities  that  will  become  worthless  at  some 
point  as  national  debt  piles  up  beyond  our  Nation's  ability  to  repay. 

Private  retirement  savings  likewise  will  be  destroyed  by  the  run- 
away inflation,  the  printing  of  money  that  inevitably  follows  run- 
away debt  when  the  National  Grovemment  finally  realizes  we  will 
never  be  able  to  pay  this,  we  have  got  to  print  it  out  of  existence. 

I  am  a  member  of  the  American  Association  of  Retired  Persons, 
AARP.  AARP  does  not  speak  for  me  on  the  balanced-budget 
amendment.  I  believe  the  AARP's  paid  bureaucracy  does  not  speak 
for  the  membership,  is  opposing  the  will  of  the  great  majority  of 
AARP  members  on  this  issue.  I  challenge  AARP  and  the  other 
groups  claiming  to  speak  for  senior  citizens  to  conduct  an  impar- 
tial, scientific  poll  of  their  members  and  then  follow  the  majority 
will  of  their  members.  If  they  would  do  this,  AARP  and  similar  or- 
ganizations would  be  testifying  for  Senate  Joint  Resolution  41,  not 
against  it. 

The  greatest  danger  to  our  Nation  today.  Senator,  is  not  a  cut 
or  a  lower  rate  of  increase  in  our  entitlements,  benefits,  subsidies, 
and  privileges.  The  real  danger  is  the  economic  collapse  of  our  Na- 
tion and  the  destruction  of  our  people's  jobs,  standard  of  living,  and 
retirement  income  caused  by  the  rising,  crushing  burden  of  debt. 

History  teaches  that  bankrupt  governments  and  their  people's 
freedoms  do  not  last  very  long.  We  are  not  bankrupt  yet,  but  we 
are  moving  rapidly  in  that  direction.  Proverbs  22:7  says,  "The  bor- 
rower is  servant  to  the  lender."  We  have  become  debtors  and  ten- 
ants in  our  own  land.  Our  sovereignty  is  being  eroded.  We  have 
given  foreign  creditors  the  power  to  bring  our  Nation  to  its  knees. 
And  the  sad  history  of  other  debt-ravaged  nations  warns  us:  Run- 
away debt  threatens  our  American  system  of  government,  our  civil 
liberties,  as  well  as  our  economic  system. 
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Unless  we  now  have  the  courage  to  use  our  constitutional 
amendment  process  to  protect  the  people  as  our  founders  intended, 
our  Nation  will  become  bankrupt,  a  laughingstock,  and  we  will 
bury  our  children  under  a  mountain  of  debt. 

Senator  Simon,  you  are  conveying  this  message.  Keep  telling 
your  fellow  Senators.  The  debt-burdened  people  of  America  des- 
perately need  your  help.  Even  more,  the  children  and  the  grand- 
children who  cannot  yet  vote  desperately  need  your  help.  Senators. 
Years  from  now  they  will  look  back  on  the  Senate's  1994  vote  on 
this  amendment  either  with  deep  sorrow  that  our  system  failed  the 
people  or  with  deep  gratitude  for  your  courage  and  wisdom  in  sup- 
porting the  balanced-budget  amendment. 

Thank  you. 

[The  prepared  statement  of  Mr.  Stanley  follows:] 

Prepared  Statement  of  David  M.  Stanley 

Senator  Simon  and  Members  of  the  Subcommittee,  thank  you  for  allowing  me  to 
speak  on  S.J.  Res.  41,  the  Balanced  Budget  Amendment  (BBA)  to  the  Constitution. 
The  Senate's  decision  on  the  BBA  may  well  be  the  most  important  vote  any  Senator 
will  cast  during  his  or  her  lifetime. 

The  National  Taxpayers  Union  is  a  non-profit,  non-partisan  organization  with 
nearly  300,000  members.  I  serve  as  its  President  and  am  an  unpaid  volunteer.  My 
home  is  in  Muscatine,  Iowa,  where  I  am  a  lawyer  and  investment  company  man- 
ager. 

You  have  my  understanding  and  sympathy.  I  served  for  12  years  in  the  Iowa  Leg- 
islature, including  service  as  House  Ways  and  Means  Chairman  and  as  Senate  Ma- 
jority Leader.  You  are  dealing  with  far  larger  issues  and  greater  demands  on  your 
time  and  energy.  I  thank  you  for  giving  your  time  and  thought  to  this  vital  issue. 

DO  THE  AMERICAN  PEOPLE  WANT  A  BALANCED  BUDGET  CONSTITUTIONAL  AMENDMENT? 

Yes,  by  a  landslide  majority.  National  polls  have  consistently  shown  more  than 
two-thirds  of  the  American  people  want  to  amend  the  U.S.  Constitution  to  require 
a  balanced  federal  budget. 

A  July  1993  poll  showed  68  percent  of  Americans  for  a  Balanced  Budget  Constitu- 
tional Amendment  and  only  19  percent  opposed.  This  powerful  support,  more  than 
3-to-l,  is  impressive,  because  this  poll  followed  a  multi-million-dollar  campaign  of 
fear  and  distortion  by  opponents  of  the  BBA.  (Poll  by  Mathew  Greenwald  &  Associ- 
ates, July  1993,  scientific  sample,  800  adults). 

There  is  a  rising  tide  of  fear  and  anger  at  the  explosion  of  national  debt. 

IS  A  BALANCED  BUDGET  IMPORTANT  ENOUGH  TO  JUSTIFY  A  CONSTITUTIONAL 

AMENDMENT? 

Why  should  we  be  concerned? 

The  federal  government's  debt  is  out  of  control — growing  at  reckless,  runaway 
speed. 

Total  federal  spending  more  than  doubled  (up  112  percent)  during  the  1980's  dec- 
ade, and  grew  at  more  than  twice  the  rate  of  inflation. 

However,  federal  debt  is  growing  much  faster  than  federal  spending.  The  federal 
government  is  borrowing  more  and  more  money  to  finance  its  spending  growth. 

Since  1979  the  official  federal  debt  has  more  than  quintupled,  to  more  than  $4.4 
trillion  ($4,400  billion)  today — a  five-fold  increase  in  14  years. 

This  is  the  official  debt,  actual  total  federal  debt  is  much  higher.  Research  by  Na- 
tional Taxpayers  Union  Foundation  discovered  that  the  federal  government  has 
nearly  $17  trillion  of  total  liabilities,  including  the  official  debt,  unfunded  liabilities 
of  retirement  programs,  federal  loan  guarantees,  etc.  It  took  205  years  for  the  offi- 
cial federal  debt  to  reach  $1  trillion  ($1,000  billion).  It  took  only  11  years  to  quadru- 
ple that  debt  to  $4  trillion. 

Our  dangerous  debt  addiction  is  confirmed  when  we  rejoice  over  the  "good  news" 
that  the  annual  deficit  has  fallen  below  $200  billion  during  an  economic  recovery, 
and  that  the  growth  of  national  debt  during  the  current  4-year  period  may  be  slight- 
ly less  than  $1  trillion. 
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Even  the  most  optimistic  govermnent  estimates  show  the  annual  deficit  beginning 
to  rise  again  within  a  few  years,  and  no  end  to  the  relentless  pile-up  of  more  debt. 
This  is  a  familiar  story.  The  annual  deficit  was  reduced  below  $200  billion  for  the 
three  years  1987-89,  only  to  soar  far  above  $200  billion  in  each  of  the  three  years 
1990-92. 

We  have  had  25  consecutive  years  of  deficit  spending  and  rising  debt.  For  25 
years  every  President  and  every  Congress  have  totally  feiiled  to  control  our  debt 
habit. 

Who  is  actually  hurt  by  federal  deficit  spending  and  debt? 

All  Americans  are  hvirt  in  many  ways,  including: 

Inflation. — To  finance  these  huge  federal  deficits  and  debts,  the  supply  of  money 
and  credit  must,  in  the  long  run,  be  expanded  faster  than  a  normal  growth  rate. 
This  means  the  quantity  of  dollars  grows  faster  than  the  supply  of  goods  and  serv- 
ices. Thus,  the  dollar  loses  value,  prices  rise,  and  inflation  eats  away  more  of  our 
people's  income  and  savings. 

Another  confirmation  that  we  are  trapped  in  debt  addiction  is  the  widespread  ac- 
ceptance of  a  3  percent  or  4  percent  inflation  rate  as  "normal".  Less  than  30  years 
ago,  3  percent  inflation  was  totally  unacceptable. 

Inflation  is  the  most  cruel  tax — especially  for  the  elderly,  poor,  middle  income, 
and  working  people. 

High  interest  rates. — The  federal  government  is  borrowing  a  large  and  growing 
share  of  our  nation's  total  savings.  This  keeps  interest  rates  artificially  high  for  ev- 
eryone— consvimers,  home  buyers,  farmers,  and  business.  Even  now,  after  a  long  pe- 
riod of  Federal  Reserve  action  to  hold  rates  low,  long-term  real  interest  rates  are 
higher  than  necessary  because  of  the  soaring  national  debt  and  fears  of  rising  infla- 
tion. 

Unemployment. — Excessive  federal  borrowing  eats  up  savings  and  capital  needed 
by  new  or  expanding  businesses.  This  shortage  of  investment  capital  makes  it  hard- 
er for  companies  to  modernize  plants  and  to  compete.  America  loses  more  export 
markets.  Small  businesses,  which  create  most  new  jobs,  are  hit  especially  hard. 

The  results:  Federal  borrowing  prevents  creation  of  many  new  jobs  our  people 
need,  and  steals  the  jobs  of  many  Americans  whose  employers  can't  get  enough  cap- 
ital investment. 

What  about  our  children  and  grandchildren? 

We  are  mortgaging  the  future  of  our  children  and  grandchildren.  My  wife  and  I 
have  two  young  grandsons.  They  cried  when  they  were  bom.  Of  course  they  cried, 
coming  into  the  world  owing  a  huge  and  growing  personal  share  of  the  national 
debt. 

Each  American's  share  of  this  debt  is  more  than  $17,600  and  rising  rapidly.  In 
addition,  a  baby  bom  today  wiU  pay,  in  a  normal  lifetime,  $130,000  of  extra  taxes 
just  to  pay  the  interest  on  the  current  federal  debt. 

This  is  fiscal  child  abuse. 

But  don't  we  owe  this  debt  to  ourselves? 

A  grovidng  share  of  our  national  debt  is  held  by  foreign  banks  and  investors.  Our 
national  economy  is  increasingly  controlled  by  decisions  in  Tokyo  or  Zurich. 

Could  federal  debt  cause  the  collapse  of  our  nation? 

Debt,  like  heroin,  is  addictive.  The  user  feels  great  until  the  supply  is  cut  off. 

As  deficits  mount,  and  as  the  official  debt  soars  toward  $5  trillion,  our  nation 
sinks  deeper  in  debt  to  foreign  creditors. 

Can  this  continue  forever?  History  says  "no." 

What  will  happen  when  the  overseas  holders  of  U.S.  debt  say  "no  more",  forcing 
us  to  stop  borrowing  and  begin  paying  back  that  mountain  of  debt?  The  experience 
of  many  other  nations  suggests  that  at  least  two  bad  things  will  happen: 

1)  The  American  people  will  be  forced  to  accept  a  sharply  lower  standard  of  liv- 
ing. Our  nation  mil  be  like  the  family  whose  creditors  require  halting  the 
debt  binge  and  shifting  a  big  share  of  family  income  into  debt  repayment. 

2)  We  are  also  likely  to  suffer  the  runaway  inflation  that  has  destroyed  many 
nations.  Many  governments,  unable  to  pay  their  debts,  inflated  them  out  of 
existence.  Can  we  be  certain  our  government  won't  yield  to  this  temptation? 


The  longer  we  wait  to  balance  our  budget,  the  more  painful  it  will  be. 
Can  anyone  name  a  country  that  became  great  or  stayed  great  because  of  all  the 
money  it  owed?  All  the  evidence  points  the  other  way.  Many  nations  that  piled  up 
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national  debt  have  suffered  spiraling  inflation,  bankruptcy,  and  a  sharply  lower 
standard  of  living — plus  poUtical  chaos  and  serious  loss  of  human  rights. 

Thus,  the  real  danger  is  even  more  than  economic  collapse.  Runaway  deficits 
threaten  America's  long-term  political  order  and  the  survival  of  the  freedoms  in  our 
cherished  Bill  of  Rights. 

Our  nation  must  act  now  to  place  a  responsible  restraint  on  national  debt,  and 
reverse  our  nation's  downhill  slide,  before  it  is  too  late — before  we  repeat  the  sad 
history  of  Germany,  Argentina,  or  Brazil. 

IS  A  CONSTITUTIONAL  AMENDMENT  THE  ONLY  WAY  WE  CAN  BALANCE  THE  BUDGET? 

Couldn't  the  Congress  and  President  balance  the  budget  by  passing  a  law? 

Yes,  and  pigs  could  fly  if  they  had  wings.  You  are  more  likely  to  see  pigs  flying 
than  to  see  the  federal  government  actually  balance  its  budget  by  passing  a  law. 

Every  Congress  and  President  for  the  last  25  years  has  promised  to  balance  the 
budget — often  with  sincere  intent — and  has  failed  to  balance  it.  The  federal  govern- 
ment has  run  a  deficit  for  25  consecutive  years,  and  33  of  the  last  34  years. 

Former  Senators  Pavil  Tsongas  and  Warren  Rudman  for  many  years  opposed  a 
Balanced  Budget  Constitutional  Amendment.  Now  they  strongly  support  the  BBA 
because  they  are  convinced  it's  the  only  thing  that  will  work. 

Senator  Tsongas  points  out  that: 

We  have  six  living  Presidents  or  former  Presidents.  None  of  them  has  ever 
signed  a  balanced  budget. 

Of  100  U.S.  Senators  now  serving,  93  have  never  voted  for  a  balanced  budget. 

Of  435  U.S.  Representatives  now  serving,  411  have  never  voted  for  a  balanced 
budget. 

The  cledm  "We  don't  need  a  constitutional  amendment;  we  just  need  will  power" 
rings  hollow,  while  the  debt  mounts  higher. 

What  is  the  actual  record  of  federal  laws  to  require  a  balanced  budget'? 

Congress  passed  a  law  in  1979  to  require  a  balanced  budget  every  year,  beginning 
in  1981.  That  law  was  quietly  repealed  early  in  1981,  before  it  could  take  effect. 

The  Gramm-Rudman-Hollings  law  promised  a  balanced  budget  in  1991.  That  law 
actually  helped  reduce  the  deficit  for  a  few  years.  But  gradually  it  was  weakened, 
loopholed,  and  waived.  Finally,  Gramm-Rudman-Hollings  was  repealed  as  pairt  of 
the  1990  budget  deal.  Instead  of  no  deficit,  the  1991  deficit  was  a  record  high.  Many 
laws  to  control  budgets,  spending,  and  debt  have  been  tried;  some  of  them  have 
helped  briefly;  but  all  of  them  were  either  repealed  or  were  repealed  in  effect  by 
repeated  waivers. 

After  that  shameful  performance,  anyone  who  stiU  thinks  we  can  balance  the 
budget  by  passing  more  laws  must  be  a  believer  in  the  tooth  fairy  and  the  Easter 
bunny. 

Our  nation  will  never  again  have  a  balanced  budget  until  it  is  required  by  a  con- 
stitutional amendment. 

Dean  Kleckner,  President  of  the  American  Farm  Bureau  Federation,  said,  "Laws 
can  control  people.  Only  the  Constitution  can  control  government. " 

What  has  gone  wrong?  Why  can't  the  Congress  and  President  control  spending  with- 
out a  constitutional  amendment? 

Our  good  American  system  of  government  has  been  corrupted  by  three  discov- 
eries: 

1)  Members  of  Congress  who  sincerely  want  to  control  spending  and  debt  are 
unable  to  do  so,  because  a  government  with  unlimited  borrowing  power  oper- 
ates like  a  giant  credit  card.  Each  of  100  Senators  and  435  Representatives 
can  run  up  unlimited  charges  on  the  national  credit  card.  The  people  of  his 
or  her  state  or  district — or  their  children  or  grandchildren — will  have  to  pay 
their  share  of  the  total  bill.  A  frugal  Senator  or  Representative  will  be  con- 
demned for  "not  getting  us  back  our  share  of  the  money"  and  his  or  her  peo- 
ple will  still  have  to  pay  for  the  spending  of  others.  This  system  rewards 
spending  and  penalizes  saving. 

2)  Organized  pressure  groups  have  discovered  they  can  get  more  money  for  their 
favorite  programs  by  delivering  their  members'  votes  to  members  oi  Congress 
who  vote  for  this  increased  spending. 
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3)  Members  of  Congress  have  discovered  they  can  easily  win  re-election  by  vot- 
ing for  special  interests  that  want  money  from  the  public  treasury.  They  get 
votes  by  saying  "yes",  not  by  saying  "no".  They  don't  have  to  make  voters 
angry  by  raising  taxes;  just  borrow  the  money.  The  children  who  will  have 
to  pay  this  debt  can't  vote  yet. 

This  unholy  alliance  of  special  interests  that  want  more  money  and  public  officials 
who  want  re-election  has  twisted  American  government  into  something  the  Found- 
ers wouldn't  recognize.  This  distorted  system  allows  the  President  and  Congress  to 
borrow  money  to  buy  the  votes  of  organized  groups. 

The  special  interests  keep  winning.  The  American  people — and  especially  our  chil- 
dren and  grandchildren — keep  losing  as  we  sink  deeper  into  debt. 

Only  a  constitutional  amendment  can  restore  our  American  government  to  what 
the  Founders  intended. 

DOES  A  BALANCED  BUDGET  AMENDMENT  BELONG  IN  OUR  U.S.  CONSTITUTION? 

How  can  you  justify  putting  economic  details  into  our  Constitution'? 

Saving  our  nation  and  our  children  from  the  dangers  of  unlimited  federal  debt  is 
far  more  than  an  "economic  detail". 

This  is  a  human  rights  issue,  not  merely  an  economic  issue. 

What  do  you  mean  by  saying  this  is  a  human  rights  issue? 

Our  people's  right  not  to  have  massive  debt  imposed  on  us  is  so  important  that 
it  needs  and  deserves  Constitutional  protection. 

One  major  purpose  of  our  Constitution  is  to  protect  human  rights  by  limiting  the 
powers  of  government.  President  Woodrow  Wilson  said,  "The  history  of  liberty  is  the 
history  of  the  limitation  of  governmental  power." 

More  than  200  years  ago,  wise  Americans  amended  our  Constitution  to  give  us 
a  Bill  of  Rights.  If  they  hadn't  put  these  rights  into  our  Constitution,  Congress  and 
the  President  would  have  the  unlimited  power  to  decide  how  much  freedom  of 
speech  and  worship  we  could  have — a  sobering  thought. 

Isn't  it  equally  sobering  that  our  Congress  and  President  now  have  the  absolute, 
unlimited  power  to  spend  and  to  borrow — and  to  pile  more  mountains  of  debt  on  fu- 
ture generations? 

If  Thomas  Jefferson  were  here  now,  he  would  be  leading  the  campaign  for  the 
Balanced  Budget  Amendment. 

Jefferson  warned  that  the  Constitution  should  be  amended  to  prohibit  federal 
debt.  He  also  warned  that  even  the  best  government  can't  be  trusted  with  absolute 
power. 

Jefferson  would  say  that  unlimited  federal  debt  is  un-American;  it  violates  our 
great  American  principle  of  limited  government. 

We,  the  people,  uphold  the  proud  heritage  of  our  Bill  of  Rights  when  we  amend 
oiu-  Constitution  to  protect  the  people  against  runaway  federal  debt.  This  protection 
does  belong  in  the  Constitution,  right  alongside  our  freedom  of  speech  and  worship. 

Then  a  constitutional  amendment  is  really  essential  to  get  a  balanced  federal  budget? 
Yes,  for  at  least  three  big  reasons.  In  summary: 

1)  Only  the  Constitution  is  strong  enough  to  compel  the  Congress  and  President 
to  balance  the  budget.  Laws,  promises,  and  good  intentions  have  totally 
failed. 

2)  Only  the  Constitution  can  overcome  the  terrible  power  of  the  organized  spe- 
cial interests  to  get  what  they  want  from  a  federal  government  handing  out 
borrowed  dollars. 

3)  Protecting  the  people  against  unlimited  national  debt  is  so  important  that  it 
belongs  in  the  Constitution.  This  is  a  vitally  important  human  rights  issue. 

WHAT  WILL  THE  BALANCED  BUDGET  AMENDMENT  DO? 

I  commend  the  drafters  of  S.J.  Res.  41  for  their  thoughtful,  thorough,  careful  work 
and  their  effectiveness  in  anticipating  and  closing  loopholes. 

S.J.  Res.  41  will  protect  the  people,  and  our  children  and  grandchildren,  in  several 
important  ways. 

S.J.  Res.  41  requires  that  total  federal  spending  ("total  outlays")  must  not  exceed 
total  federal  revenue  ("total  receipts")  for  each  year,  with  two  exceptions: 
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Deficit  spending  will  be  allowed  during  a  declared  war  or  serious  military  con- 
flict. 

Three-fifths  (60  percent)  of  all  members  of  each  House  of  Congress  can  ap- 
prove a  specific  amount  of  deficit  spending,  by  roll  call  vote. 

The  federal  debt  limit  can  be  increased  only  by  a  roll-call  vote  of  three-fifths  (60 
percent)  of  all  members  of  each  House  of  Congress. 

The  President  is  required  to  submit  a  balanced  budget  to  Congress  each  year. 

Any  increase  in  taxes  or  other  revenue  must  be  approved  by  a  constitutional  ma- 
jority of  each  House  of  Congress — a  "yes"  vote  by  a  majority  of  all  members,  in  a 
roll-call  vote. 

The  Amendment  will  take  effect  for  fiscal  year  1999  or  the  second  fiscal  year  be- 
ginning afl^r  its  ratification  by  38  State  Legislatures. 

SHOULD  S.J.  RES.  41  BE  STRENGTHENED? 

National  Taxpayers  Union  would  prefer  to  strengthen  S.J.  Res.  41  in  several 
ways:  for  example,  require  a  two-thirds  vote  of  both  Houses  to  allow  a  deficit  or  to 
increase  federal  debt;  require  a  three-fifths  or  two-thirds  vote  to  increase  revenue; 
and  limit  the  growth  rate  of  total  federal  revenue  and  spending. 

However,  we  realize  it  is  better  to  adopt  a  very  good  BBA  than  to  wait  forever 
for  a  perfect  one. 

I  recommend  your  thoughtful  consideration  of  the  changes  recommended  by 
James  D.  Davidson,  Chairman  of  National  Taxpayers  Union.  He  suggests  that  the 
annual  limit  on  total  outlays  should  be  equal  to  the  preceding  year's  total  receipts 
plus  five  percent.  This  would  provide  more  certainty  and  a  useful  counter-cyclical 
feature.  I  also  join  in  his  recommendations  for  modest  strengthening  of  sections  5 
and  6. 

National  Taxpayers  Union  vigorously  supports  S.J.  Res.  41  as  written.  We  believe 
it  is  strong,  effective,  and  urgently  needed. 

HOW  WILL  THE  BALANCED  BUDGET  AMENDMENT  WORK? 

What  will  this  amendment  (S.J.  Res.  41)  do  for  US'? 

This  constitutional  amendment  will  halt  the  soaring,  unchecked  growth  of  federal 
debt.  It  will  make  balanced  budgets  the  norm  and  make  a  deficit  the  exception — 
in  sharp  contrast  to  25  consecutive  years  of  deficits  and  rising  debt  (1970-1994). 

Is  this  BBA  flexible  enough? 

Yes.  We  realize  that  in  a  real  emergency,  such  as  a  major  recession  or  war,  a  lim- 
ited amount  of  deficit  spending  may  be  necessary.  That's  why  a  three-fifths  vote  of 
both  Houses  of  Congress  can  allow  a  specific  amount  of  deficit  spending.  That's  why 
the  balanced  budget  requirement  doesn't  apply  during  a  declared  war. 

Thomas  Jefferson  advocated  a  constitutional  amendment  to  prohibit  federal  debt. 
S.J.  Res.  41  takes  a  more  cautious  approach,  not  prohibiting  debt  but  making  it 
much  more  difficult  to  increase  debt. 

7s  it  too  flexible?  Won't  Congress  vote  an  exception  every  year? 

Not  likely.  A  three-fifths  vote  of  all  members  is  very  hard  to  get  in  either  House 
of  Congress — and  even  harder  in  both  Houses.  Any  member  who  is  absent  or  doesn't 
vote  has  the  same  effect  as  a  "no"  vote. 

Before  three-fifths  of  both  Houses  will  vote  to  aillow  an  unbalanced  budget,  there 
will  have  to  be  a  strong  national  consensus  that  there  is  a  real  emergency,  and  an 
agreement  on  a  specific  amount  of  deficit. 

This  will  be  a  roll-call  vote  on  the  issue  of  allowing  a  specific  amount  of  deficit 
spending.  This  will  be  a  very  visible  vote  and  a  very  unpopular  vote.  It  won't  happen 
easily. 

Now  the  President  is  not  required  to  propose  a  balanced  budget,  and  Congress 
passes  an  unbalanced  budget  every  year  without  a  direct  vote  on  this  issue.  It  hap- 
pens automatically  when  Congess  passes  a  group  of  appropriations  bills  that  spend 
more  than  the  government  takes  in. 

The  BBA  will  make  deficits  difficult  instead  of  easy — and  rare  instead  of  annual 
and  automatic. 

Could  Congress  evade  the  BBA  by  cutting  expenses  "off-budget"? 

S.J.  Res.  41  closes  the  "off-budget"  loophole,  because  it  covers  all  federal  outlays — 
total  federal  spending.  There  will  be  no  more  "off-budget"  under  this  BBA. 
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Does  S.J.  Res.  41  allow  Congress  and  the  President  enough  time  to  get  the  budget 
in  balance'? 

Yes.  That's  why  the  amendment  takes  effect  beginning  with  fiscal  year  1999  or 
with  the  second  fiscal  year  beginning  after  it  is  ratified  by  38  State  Legislatures, 
whichever  is  later. 

S.J.  Res.  41  gives  the  President  and  Congress  six  years  to  get  spending  under  con- 
trol, reduce  the  deficit  each  year  on  an  orderly  schedule,  and  balance  the  budget. 

Some  opponents  claim  the  BBA  will  take  too  long  and  we  should  trust  them  to 
balance  the  budget  sooner  by  statute  and  will  power.  That's  the  same  empty  prom- 
ise we've  heard  for  25  years.  A  constitutional  amendment — even  with  this  ample  six- 
year  deadline — will  force  the  President  and  Congress  to  get  serious  about  a  deficit- 
reduction  timetable,  because  they  can't  postpone  or  waive  or  repeal  the  Constitution. 

How  can  we  prevent  raising  taxes  to  balance  the  budget,  instead  of  controlling  spend- 
ing? 

That's  why  S.J.  Res.  41  requires  a  constitutional  majority  vote — a  majority  of  all 
members  of  each  House — to  increase  revenue  in  any  way.  This  is  a  roll-call  vote, 
with  no  place  to  hide. 

This  will  make  it  much  harder  to  raise  taxes.  Now  Congress  can  raise  taxes  by 
voice  vote,  with  many  members  absent.  Often  a  tax  increase  is  hidden  in  a  "Christ- 
mas tree"  bill.  The  amendment  will  make  each  member  of  Congress — and  the  Presi- 
dent— visible  and  accountable  to  the  voters. 

There  is  no  need  to  redse  taxes.  Total  federal  revenue  grows  so  fast  under  present 
tax  laws  that  if  the  federal  government  merely  freezes  (not  cuts)  total  federal  spend- 
ing, revenue  will  catch  up  with  spending  before  the  1999  effective  date  of  S.J.  Res. 
41. 

It  would  be  better  to  include  in  the  BBA  a  specific  limit  on  the  growth  rate  of 
all  federal  revenue,  perhaps  Umiting  it  to  the  rate  of  inflation  plus  population 
growth.  But  this  would  make  the  BBA  harder  to  pass,  and  prompt  action  is  urgent. 

Research  by  National  Taxpayers  Union  Foundation  shows  most  of  the  growth  in 
federal  spending  has  occurred  during  years  when  deficits  were  large.  Thus,  stopping 
the  annual  deficits  will  sharply  slow  down  the  growth  of  federal  spending  and  re- 
duce the  pressure  for  higher  taxes. 

THE  OPPONENTS'  ATTACKS  ARE  NOT  VALID 

Other  witnesses  will  refute  in  more  detail  the  arguments  of  those  who  oppose  S.J. 
Res.  41. 

Most  of  the  opposition  is  financed  by  special  interests  that  want  unlimited  spend- 
ing on  our  grandchildren's  tab.  They  know  they  can't  win  by  arguing  against  a  bal- 
anced budget.  Public  support  is  too  strong,  and  citizens'  fear  of  soaring  national  debt 
is  too  great 

Since  the  special  interests  can't  win  on  the  real  issue,  their  only  hope  is  to  manu- 
facture false  issues. 

The  weakness  and  insincerity  of  the  attacks  on  the  BBA  is  shown  by  their  incon- 
sistency. For  example: 

1)  Opponents — ofl^n  the  same  opponents — proclaim  that  the  BBA  will  be  (1)  in- 
effective because  "they'll  always  find  a  way  to  get  around  it",  but  that  it  will 
also  be  (2)  too  effective,  putting  the  national  economy  into  a  draconian  strait- 
jacket.  Both  of  these  inconsistent  cladms  cannot  be  true.  Neither  is  true.  The 
"ineffective"  claim  ignores  the  difference  between  a  constitutional  amendment 
and  a  mere  statute.  The  "too  effective"  claim  ignores  the  flexibility  of  the  60 
percent  override  provisions  of  S.J.  Res.  41. 

2)  One  opposition  claim  is  that  the  BBA  will  write  too  much  detail  into  our  Con- 
stitution. Another  opposition  claim  is  that  the  BBA  is  not  specific  enough,  and 
that  it  should  spell  out  what  cuts  will  be  made  in  spending  or  (more  likely) 
in  the  rate  of  spending  growth.  Obviously  these  two  inconsistent  claims  can't 
both  be  valid. 

3)  Some  organizations  claiming  to  speak  for  senior  citizens  oppose  the  BBA  be- 
cause they  contend  it  may  require  cuts  in  Social  Security.  Yet  they  ignore  the 
certain  lesson  of  world  history:  continuing  deficits  and  debt  will  surely  destroy 
all  retirement  income.  The  Social  Security  "trust  fund"  is  invested  in  federal 
securities  that  will  become  worthless  as  national  debt  piles  up  beyond  our  na- 
tion's ability  to  repay.  Private  retirement  savings  will  be  destroyed  by  the 
runaway  inflation  that  usually  follows  runaway  debt. 
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I  am  a  member  of  the  American  Association  of  Retired  Persons  (AARP).  AARP 
does  not  speak  for  me  on  the  BBA.  I  beUeve  the  AARP's  paid  bureaucracy  is  oppos- 
ing the  will  of  the  great  majority  of  AARP  members  on  this  issue.  I  challenge  AARP 
and  other  groups  claiming  to  speak  for  senior  citizens  to  conduct  an  impartial,  sci- 
entific poll  of  tneir  members  and  to  follow  the  majority  view  of  their  members.  If 
they  would  do  this,  AARP  and  similar  organizations  would  be  testifying  for  S.J.  Res. 
41,  not  against  it. 

CONCLUSION 

The  greatest  danger  to  our  nation  today  is  not  a  cut,  or  a  lower  rate  of  increase, 
in  our  entitlements  and  benefits. 

The  real  danger  is  the  economic  collapse  of  our  nation — and  the  destruction  of  our 
people's  jobs,  standard  of  living,  and  retirement  income — caused  by  the  rising, 
crushing  burden  of  debt. 

History  teaches  that  financial  instability  leads  to  political  instability.  Bankrupt 
governments  don't  last  long.  Today  our  government  is  not  yet  bankrupt,  but  is 
courting  economic  disaster  by  reckless  spending  and  borrowing.  We  are  financing 
our  national  debt  by  borrowing  hundreds  of  millions  of  dollars  a  day  from  abroad. 
Proverbs  22:7  says,  "the  borrower  is  servant  to  the  lender."  We  have  become  debtors 
and  tenants  in  our  own  land,  and  in  the  process  our  sovereignty  is  being  eroded. 
Soaring  federal  deficits  and  debt  have  given  foreign  creditors  the  power  to  bring  this 
nation  to  its  knees. 

The  sad  history  of  many  debt-ravaged  nations  warns  us  that  runaway  debt  threat- 
ens our  American  system  of  government  and  our  civil  liberties,  as  well  as  our  eco- 
nomic system. 

Unless  we  have  the  courage  to  use  our  constitutional  amendment  process  to  pro- 
tect the  people  as  the  Founders  intended,  our  nation  will  become  a  bankrupt  laugh- 
ingstock and  bury  our  children  under  a  mountain  of  debt. 

Senators,  the  debt-burdened  people  of  America  need  your  help. 

Even  more,  the  children  and  grandchildren  who  cannot  yet  vote  desperately  need 
your  help.  Years  from  now,  they  will  look  back  on  the  Senate's  1994  vote  on  S.J. 
Res.  41 — either  with  deep  sorrow  that  our  system  failed  the  people,  or  with  deep 
gratitude  for  your  courage  and  wisdom  in  supporting  the  Balanced  Budget  Amend- 
ment. 

Thank  you. 

Senator  Simon.  We  thank  you. 
Mr.  Sprague? 

STATEMENT  OF  WILLIAM  SPRAGUE 

Mr.  Sprague.  Thank  you,  Senator.  It  is,  indeed,  a  pleasure  to  ap- 
pear here  today  on  behalf  of  the  American  Farm  Bureau.  My  name 
is  Bill  Sprague,  and  along  with  my  brother,  we  farm  in  western 
Kentucky,  right  across  river  from  Shawneetown,  IL. 

Senator  Simon.  You  are  almost  in  good  territory,  Mr.  Sprague. 

Mr.  Sprague.  Almost  in  good  territory.  Just  the  river  divides  us 
there.  But  our  operation  is  very  similar  to  many  of  your  constitu- 
ents in  southern  Illinois  there,  raising  corn  and  soybeans.  We  are 
the  fifth  generation  to  operate  the  family  farm,  and  I  am  really 
thankful  that  our  generations  before  us  passed  on  down  to  us  a  rel- 
atively debt-free  type  operation,  and  each  generation  along  the  line 
has  taken  on  some  expansion  and  taken  debt  and  used  the  relation- 
ship of  paying  that  debt  off  and  financial  responsibility  to  help  us 
progress.  I  am  pleased  with  that,  and  that  is  why  we  are  so  upset 
with  the  activities  in  our  Federal  Government  and  some  of  the 
spending  and  deficit  problems  that  we  are  having  in  our  Federal 
Government. 

I  am  president  of  the  Kentucky  Farm  Bureau  Federation  and  am 
here  representing  the  American  Farm  Bureau  Federation.  We  want 
you  to  know  that  this  has  been  one  of  our  main  targets  for  over 
15  years — to  do  something  about  the  runaway  Federal  spending. 
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President  Kleckner  has  spoken  often  about  this  as  our  problem, 
and  I  know  all  farmers  and  ranchers  feel  very  strongly  that  some- 
thing must  be  done  to  not  only  protect  the  future  generations,  but 
also  the  problems  that  we  are  experiencing  today. 

We  feel  very  strongly  that  S.J.  Res.  41  can  help  provide  much 
needed  budget  discipline  that  unfortunately  seems  so  lacking  in  our 
Government  today.  Farm  Bureau  members  are  concerned  that  un- 
less discipline  is  restored  to  Federal  spending  and  taxation,  an  in- 
surmountable burden  will  be  placed  upon  future  generations.  And 
this  is  why,  as  we  explained  earlier,  the  Farm  Bureau  has  worked 
for  the  past  15  years  to  enact  a  constitutional  amendment  to  bal- 
ance the  budget. 

Aside  from  this  heavy  burden  that  is  facing  future  generations, 
I  think  we  in  agriculture  today  feel  the  burden  of  this  $4  trillion 
national  debt  and  the  annual  deficits  that  rank  in  the  $200-billion- 
plus  range  each  year.  Farmers  know  too  well  what  it  means  to 
have  high  debt  loads  and  what  these  interest  payments  mean  in 
the  operation  of  our  family  farms.  Today  it  is  estimated  that  this 
annual  interest  payment  on  the  national  debt  is  $200-plus  billion, 
and  we  feel  like  this  is  money  that  is  being  spent  in  an  unproduc- 
tive way,  where  by  using  it  in  the  private  enterprises  or  in  invest- 
ments could  be  much  more  beneficial  to  the  taxpayers  and  to  the 
citizens  of  this  country. 

We  feel  in  agriculture  that  we  have  particularly  carried  a  dis- 
proportionately large  share  in  this  deficit  reduction  effort  oyer  the 
past  years.  And  as  we  look  at  plans  to  reduce  the  deficit,  it  looks 
like  that  there  are  going  to  be  even  more  restraints  put  upon  the 
discretionary  spending.  And  we  see  that  this  is  going  to  be  much 
of  a  detriment  to  agriculture. 

But  I  will  say  fast  that  I  think  we  in  agriculture  reaUze  that  sac- 
rifice has  ta  be  made,  and  I  think  the  farmers  and  the  ranchers  of 
this  country  are  willing  to  take  their  share  of  reductions  in  the 
Federal  spending  to  reduce  these  unheard-of  deficits  that  we  are 
having  each  year. 

We  believe  strongly  that  this  resolution  can  make  a  difference  in 
the  economic  health  of  our  country.  We  think  its  provisions  are 
sound,  and  I  would  like  to  comment  on  some  of  those  provisions 
that  I  think  make  a  whole  lot  of  sense  in  this  time  and  this  econ- 
omy. 

You  know,  we  in  agriculture  and  all  business  people  feel  strongly 
that  we  have  to  balance  our  own  private  budgets.  We  have  to  pay 
the  money  we  borrow.  We  pay  it  back,  and  we  feel  the  Government 
should  do  the  same. 

Under  this  proposed  amendment.  Congress  could  not  spend  more 
than  it  takes  in  unless  three-fifths  of  the  full  membership  of  each 
House  votes  to  do  so.  We  think  this  provision  is  the  heart  of  the 
amendment  because  it  requires  a  supermajority  to  increase  Federal 
spending.  Uncontrolled  spending  is  the  Government's  biggest  prob- 
lem today,  and  this  provision  will  elevate  the  scrutiny  of  proposed 
new  spending  and  force  legislators  to  go  on  record  when  they  de- 
cide to  increase  spending. 

Second,  the  debt  limit  cannot  be  increased  without  approval  of 
three-fifths  of  the  whole  number  of  each  House  on  a  roll-call  vote. 
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Like  the  first  provision,  this  supermajority  makes  it  much  tougher 
for  Congress  to  finance  the  Government  on  borrowed  money. 

The  third  section  of  the  proposed  amendment  places  responsibil- 
ity upon  the  President  to  submit  a  balanced  budget.  We  feel  this 
is  an  important  provision  because  it  acknowledges  that  the  execu- 
tive branch  as  well  as  the  legislative  branch  bears  responsibility  for 
a  balanced  budget,  even  though  it  is  Congress'  responsibility  to 
raise  taxes  and  appropriations. 

Fourth,  tax  increases  could  not  occur  unless  approved  by  a  ma- 
jority of  the  whole  number  of  each  House  on  a  roll-call  vote.  While 
the  Farm  Bureau  believes  that  stronger  tax  limitation  language  is 
desirable,  we  believe  this  provision  is  a  vast  improvement  over  the 
status  quo.  Under  current  law,  a  majority  of  each  House  present 
and  voting  could  increase  taxes  on  a  voice  vote.  This  constitutional 
majority  and  roll-call  vote  requirement  of  this  resolution  should 
make  tax  increases  much  more  difficult. 

The  section  dealing  with  declaration  of  war  and  engagement  in 
military  conflict  provides  sufficient  leeway  to  waive  the  balanced- 
budget  requirement  when  necessary.  So  we  feel  that  with  these 
provisions  we  do  have  a  good  law  here  that  could  be  put  into  effect, 
and  we  feel  that  it  is  a  very  good  bill,  enough  that  we  are  actively 
engaged  in  gaining  as  many  cosponsors  for  this  resolution,  both  in 
the  House  and  in  the  Senate,  and  we  are  working  very  hard  to 
achieve  passage  of  this.  And  we  want  to  just  say  that  we  really  ap- 
preciate the  effort  that  you  are  leading  on  the  behalf  of  farmers 
and  ranchers,  and  we  are  hopeful  that  this  amendment  can  be  ap- 
proved by  the  Congress,  and  we  will  work  very  hard  to  see  that  it 
is  activated  by  the  State  process  so  that  it  can  become  an  amend- 
ment to  our  Constitution. 

It  has  been  a  pleasure  to  testify  on  behalf  of  the  farmers  and 
ranchers  of  this  country,  and  we  feel  like  we  are  the  heartland  of 
this  country.  And  as  has  been  said  before,  I  think  there  is  a  strong 
commitment  out  there  from  the  working  men  and  women  of  this 
country  to  do  something  about  this  runaway  spending.  And  we  feel 
like  this  is  the  way  to  do  it,  with  a  balanced-budget  amendment. 

Thank  you. 

[The  prepared  statement  of  Mr.  Sprague  follows:] 

Prepared  Statement  of  William  Sprague,  on  Behalf  of  the  American  Farm 

Bureau  Federation 

Mr.  Chairman,  my  name  is  William  Sprague,  and  I  am  a  farmer  from  Sturgis, 
Kentucky.  My  brother  and  I  operate  a  3,000-acre  farming  operation  in  Union  Coun- 
ty where  we  produce  and  market  com,  soybeans,  cattle  and  hogs.  I  eim  president 
of  the  Kentucky  Farm  Bureau  Federation  and  am  pleased  to  present  this  statement 
today  on  behalf  of  the  American  Farm  Bureau  Federation. 

Farm  Bureau  supports  a  balanced  budget  amendment  to  the  U.S.  Constitution, 
and  we  are  pleased  to  endorse  S.J.  Res.  41.  Farmers  and  ranchers  believe  S.J.  Res. 
41  can  help  provide  much  needed  budget  discipline  that  unfortunately  seems  so 
lacking  in  our  government  today.  Farm  Bureau  members  are  concerned  that  unless 
discipline  is  restored  to  federal  spending  and  taxation,  an  insurmountable  burden 
will  be  placed  upon  future  generations.  This  is  why  Farm  Bureau  has  worked  hard 
for  the  past  15  years  to  enact  a  constitutional  amendment  to  balance  the  budget. 

Aside  from  the  heavy  burden  facing  future  generations  of  taxpayers,  agriculture 
today  feels  its  share  of  the  load  of  a  $4  trillion  national  debt  and  annual  deficits 
that  rank  in  the  $200  billion  plus  range.  As  farmers  know  all  too  well,  high  debt 
loads  mean  high  interest  payments.  Today,  it  is  estimated  that  the  annual  interest 
payment  on  the  national  debt  is  $200  billion.  This  is  money  that  could  be  spent  on 
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productive,  private  enterprises,  but  cannot  because  of  the  heavy  debt  load  that  tax- 
payers must  carry. 

Agriculture  in  particular  has  carried  a  disproportionately  large  share  in  the  deficit 
reduction  effort  for  the  last  several  years.  It  will  continue  to  do  so  until  a  permanent 
provision  that  encourages  fiscal  restraint  is  put  into  place.  Until  all  entitlement 
spending  laws  are  changed,  federal  spending  will  remain  out  of  control,  and  appro- 
priated funding,  much  of  it  in  agriculture,  will  continue  to  bear  the  brunt  of  deficit 
reduction.  S.J.  Res.  41  will  provide  the  parameters  for  Congress  to  rein  in  all  federal 
spending. 

S.J.  Res.  41  can  make  a  difference  in  the  economic  health  of  our  country.  Its  pro- 
visions are  sound.  I  would  like  to  comment  briefly  on  its  chief  provisions.  However, 
before  I  do,  I  want  to  say  that  as  a  farmer,  I  have  to  balance  my  own  budget  and 
pay  back  whatever  money  I  borrow.  The  federal  government  should  do  no  less. 

1)  Under  the  proposed  amendment.  Congress  could  not  spend  more  than  it  takes 
in  unless  3/5  of  the  whole  number  of  each  house  votes  to  do  so  on  a  roll  call 
vote.  This  provision  is  the  heart  of  the  amendment  because  it  requires  a  super 
majority  to  increase  federal  spending.  Uncontrolled  spending  is  the  govern- 
ment's biggest  problem  today.  This  provision  will  elevate  the  scrutiny  of  pro- 
posed new  spending  and  force  legislators  to  go  on  record  when  they  decide 
to  increase  spending. 

2)  The  debt  limit  cannot  be  increased  without  approval  of  3/5  of  the  whole  num- 
ber of  each  house  on  a  roll  call  vote.  Like  the  first  provision,  this  super  major- 
ity makes  it  much  tougher  for  Congress  to  finance  the  government  on  bor- 
rowed money. 

3)  The  third  section  of  the  proposed  amendment  places  responsibility  upon  the 
president  to  submit  a  balanced  budget.  This  is  an  important  provision  be- 
cause it  acknowledges  that  the  executive  branch,  as  well  as  the  legislative 
branch,  bears  responsibility  for  a  balanced  budget  even  though  it  is  Congress' 
responsibility  to  raise  taxes  and  appropriations. 

4)  Tax  increases  could  not  occur  unless  approved  by  a  majority  of  the  whole 
number  of  each  house  on  a  roll  call  vote.  While  Farm  Bureau  believes  that 
stronger  tax  Limitation  language  is  desirable,  we  believe  this  provision  is  a 
vast  improvement  over  the  status  quo.  Under  current  law,  a  majority  of  each 
house  present  and  voting  could  increase  taxes  on  a  voice  vote.  The  constitu- 
tional majority  and  roll  call  vote  requirements  of  S.J.  Res.  41  should  make 
tax  increases  more  difficult. 

5)  The  section  dealing  with  declaration  of  war  and  engagement  in  military  con- 
flict provides  sufficient  leeway  to  waive  the  balanced  budget  requirement 
when  necessary. 

Mr.  Chairman,  Farm  Bureau  is  engaged  in  an  active  campaign  to  gain  cosponsors 
for  S.J.  Res.  41  and  its  house  companion,  H.J.  Res.  103,  introduced  by  Representa- 
tives CharUe  Stenholm  (D-TX)  and  Bob  Smith  (R-OR).  We  are  committed  to  achiev- 
ing the  passage  of  this  amendment  in  the  103rd  Congress,  and  will  be  active  in 
state  ratification  efforts. 

We  urge  the  adoption  of  S.J.  Res.  41  without  amendment.  Its  immediate  passage 
is  critic^,  particularly  because  the  President's  budget  shows  deficits  increasing 
again  toward  the  end  of  the  century  despite  deficit  reduction  steps  that  have  already 
been  taken. 

It  has  been  a  privilege  to  testify  before  this  subcommittee  to  support  S.J.  Res.  41, 
and  we  appreciate  your  hard  work  and  that  of  your  cosponsors  on  behalf  of  this 
amendment.  We  are  pleased  to  work  with  you. 

Thank  you. 

Senator  SiMON.  I  thank  you,  Mr.  Sprague. 

Just  a  few  comments,  and  then  some  questions,  one  for  those 
who  say  this  is  not  something  we  should  deal  with  in  the  Constitu- 
tion. When  you  are  talking  about  something  that  is  this  vital  to  the 
future  of  our  country  and  the  only  way  to  make  sure  we  preserve 
this  country  as  we  know  it  today  is  through  a  constitutional 
amendment,  I  think  we  have  to  do  it. 

Second,  the  theme  taxation  without  representation  was  a  theme 
that  was  heard  over  and  over  in  the  pre-Revolutionary  War  period. 
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And  if  there  is  any  example  of  taxation  without  representation,  it 
is  what  we  are  doing — ^you  mentioned  you  have  a  grandchild,  Mr. 
Stanley — to  that  grandchild,  to  my  grand-daughter,  and  to  people 
in  the  future  who  have  no  voice  whatsoever  in  all  of  this. 

You  and  Senator  Tsongas  used  a  phrase  I  like:  debt  addiction. 
There  are  those  out  there  who  are  really  putting  pressure  on  to 
stop  this,  and  the  pressure  is  mounting,  and  we  received  phone 
calls  now.  They  have  television  campaigns  in  a  number  of  States 
trying  to  stop  people  from  voting  for  the  balanced-budget  amend- 
ment. And  what  the  basic  message  is  is  to  break  this  addiction  will 
be  painful,  and  I  do  not  know  of  anyone  who  suggests  that  break- 
ing any  addiction  is  not  painful.  But  not  breaking  the  addiction, 
whether  that  addiction  is  a  debt  addiction  or  a  drug  addiction  or 
an  alcohol  addiction,  in  the  long  run  is  much  more  painful. 

Then,  finally,  an  illustration  of  why  we  bring  people  together  on 
this:  I  introduced  a  bill  about  a  year-and-a-half  ago  for  long-term 
care,  and  with  it,  a  half  percent  increase  in  the  Social  Security  to 
pay  for  it.  Two  of  my  colleagues  in  the  Senate  came  to  me  and  said 
they  really  liked  my  bill,  if  I  would  just  drop  the  taxes  to  pay  for 
it  they  would  like  to  become  cosponsors  of  the  bill. 

What  we  are  saying  in  this  amendment  is  that  we  may  differ  on 
whether  or  not  to  have  a  long-term  care  bill.  And  if  this  were  a 
hearing  on  a  long-term  care  bill,  the  three  of  you  might  very  well 
be  here  testifying  against  such  a  bill.  What  we  are  saying  is  if  we 
are  going  to  have  a  program,  we  have  to  be  willing  to  tax  ourselves 
for  the  program.  And  if  we  are  unwilling  to  tax  ourselves  for  the 
program,  then  we  cannot  have  the  program.  That  is  just  common 
sense. 

Dr.  Regalia,  you  are  an  economist  in  addition  to  being  vice  presi- 
dent of  the 

Mr.  Regalia.  I  plead  guilty.  [Laughter.] 

Senator  SiMON.  Yes,  all  right.  First  of  all,  do  you  think  the  dan- 
ger of  monetizing  the  debt  eventually  is  a  real  danger?  And  then 
the  second  question  is:  What  do  we  mean,  for  people  who  may  be 
watching  this  on  television,  when  we  say  "monetize  the  debt"?  And 
what  impact  would  that  have  on  the  lives  of  American  people? 

Mr.  Regalia.  Well,  generally,  when  you  monetize  the  debt,  you 
increase  the  money  supply  to  the  point  that  it  inflates  the  economy. 
And  as  everyone  knows,  it  is  always  betters  as  a  borrower  to  pay 
back  in  cheaper  dollars  rather  than  dearer  dollars. 

Inflation  that  is  created  because  of  the  monetization  of  the  debt 
is  probably  one  of  the  most  insidious  taxes  of  all.  It  is  a  very  hid- 
den tax,  but  it  is  one  that  robs  the  productive  capacity  of  the  econ- 
omy just  as  efficiently  and  effectively  as  any  other.  And  that  is  why 
the  Federal  Reserve  is  so  vigilant  to  try  and  prevent  that  from  hap- 
pening. 

But  as  the  debts  and  the  debt  service  mounts,  the  options  for  ad- 
dressing debt  become  fewer  and  fewer,  and  so  down  the  road  the 
age-old  way  to  address  the  problem  of  excessive  debt  is  through 
debasement  of  the  currency,  monetization  and  inflation. 

So  down  the  road,  it  is  a  very,  very  real  concern.  In  fact,  most 
of  the  issues  here  involve  choices  of  current  consumption  versus  fu- 
ture payment,  and  one  of  the  ways  of  exacting  that  payment  is  debt 
monetization. 
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Senator  Simon.  And  when  we  talk  about  debt  monetization,  we 
are  talking  about  just  printing  money  in  order  to  satisfy  our  needs 
or  our  desires,  and  that  means  that  in  the  process  of  printing 
money  you  debase  the  currency.  For  example,  the  Social  Security 
retirement  trust  funds  becomes  worth  less  and  less  and  less.  Fam- 
ily savings  are  worth  less  and  less  and  less.  What  you  do  is  you 
very  substantially  erode  the  basis  of  your  economy.  Is  that  correct? 

Mr.  Regalia.  That  is  correct. 

Senator  SiMON.  And  so  when  Professor  Caleo  of  Johns  Hopkins 
University  says  we  are  headed  toward  monetizing  the  debt  and  be- 
coming a  Banana  Republic — and  I  do  not  mean  this  disrespectfully 
to  countries  to  the  south  of  us,  but  what  does  he  mean? 

Mr.  Regalia.  Well,  again,  he  is  referring  to  countries  that  have 
exhausted  more  traditional  ways  of  paying  debts,  which  are  to  ac- 
cumulate surpluses  and  pay  them  down.  And  as  you,  as  I  say,  ex- 
haust these  other  alternatives  and  choose  to  increase  the  money 
supply,  inflate  your  economy,  and  debase  your  currency,  it  becomes 
easier  for  you  to  pay  off,  as  it  were,  these  debts.  But  you  do  not 
really  expunge  the  debt  in  any  way.  You  are  really  just  substitut- 
ing one  kind  of  a  tax  for  another,  a  hidden  tax  for  a  direct  tax. 

Senator  Simon.  And  historically  when  nations  have  moved  in 
this  direction  of  just  printing  money,  whether  it  is  Germany  after 
World  War  I  or  Argentina  or  Brazil,  that  has  brought  political 
chaos  along  with  economic  chaos.  Is  that  correct? 

Mr.  Regalia.  Historically  speaking,  yes.  Countries  that  have  ex- 
hibited rapid  inflations  generally  fmd  themselves  less  well  re- 
spected on  the  international  fields  and  the  international  markets, 
and  they  also  fmd  themselves  less  well  respected  at  home.  As  I 
said,  it  is  a  very  insidious  but  very  effective  way  of  dealing  with 
these  type  of  problems  and  one  that,  you  know,  should  be  avoided 
really  at  all  costs. 

It  is  only  one  of  the  many  aspects  of  paying  off  the  debt  or  failure 
to  pay  off  the  debt  that  economists  see  down  the  road:  lack  of  or 
lower  savings  rates,  somewhat  higher  interest  rates,  higher  or 
over-valued  currencies  and,  therefore,  a  bad  balance  of  trade.  All 
these  economic  impacts  in  addition  to  debasement  of  the  currency, 
monetization  of  the  debt,  are  long-term  economic  negatives  that  as- 
cribe from  over-borrowing  at  this  point. 

Senator  Simon.  Mr.  Stanley,  you  mentioned  that  you  were  a 
member  of  the  Iowa  Legislature.  Forty-eight  of  the  50  States  have 
some  kind  of  restraints.  Opponents  of  the  constitutional  amend- 
ment say  these  restraints  really  are  not  meaningful  that  States 
have.  What  is  your  experience  in  Iowa? 

Mr.  Stanley.  Many  of  the  State  constitutional  requirements  for 
a  balanced  budget  or  prohibitions  or  limitations  on  debt  are  not 
written  as  carefully  as  Senate  Joint  Resolution  41  and  are  not  as 
effective  as  they  should  be.  But  they  still  are  effective. 

We  in  Iowa  right  now,  our  State  taxpayer  organization  is  in  court 
to  force  the  State  to  live  up  to  the  State  constitution,  which  does 
not  use  the  words  "balanced  budget,"  but  it  does  say  that  the  State 
cannot  go  into  debt  more  than  a  nominal  amount  without  a  vote 
of  the  people. 

The  fact  that  we  are  in  court  is  now  compelling  the  Governor  and 
the  legislature  to  get  their  spending  under  control.  For  2  years  in 
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a  row  now,  they  have  held  Iowa's  spending  growth  to  3  percent  a 
year,  where  it  had  been  running  8  or  10  percent  a  year,  and  they 
are  actually  beginning  now  to  pay  down  what  we  regard  as  uncon- 
stitutional State  debt  of  a  figure  that  will  sound  ridiculously  low 
in  Washington  terms  of  some  $400  million.  They  actually  paid  that 
down  $100  million  last  year.  We  are  getting  them  into  compliance 
with  the  constitution.  Yes,  even  a  rather  inadequately  written 
State  constitutional  provision  is  proving  very  valuable  in  prevent- 
ing the  kind  of  runaway  debt  at  the  State  level  that  we  are  getting 
at  the  national  level. 

Senator  SiMON.  And  what  is  the  population  of  Iowa?  I  should  re- 
member. 

Mr.  Stanley.  A  little  under  3  million. 

Senator  Simon.  Three  million.  So  that  is  about  one-eightieth  of 
the  Nation's  population,  and  you  are  pulling  that  debt  down  to  300. 
So  that  if  we 

Mr.  Stanley.  That  is  $300  million,  Senator. 

Senator  Simon.  $300  million.  I  understand. 

Mr.  Stanley.  We  do  not  put  as  many  zeros  on  it  in  Iowa. 

Senator  Simon.  Yes;  but  if  you  took  80  times  300  million,  you 
would  be  at — $24  billion  would  be  a  comparable  national-debt  pic- 
ture instead  of  $4.4  trillion.  It  is  pretty  stark  in  its  contrast  there. 

Mr.  Stanley.  I  think  your  point  is  very  valid.  Senator. 

Senator  Simon.  You  mentioned — and  I  think  this  is  an  important 
point — that  we  can  change  the  law,  and  you  mentioned  specifically 
Gramm-Rudman,  and  I  voted  for  that.  But  in  1991,  as  you  pointed 
out,  when  we  were  supposed  to  have  a  balanced  budget,  we  had  the 
biggest  deficit  we  ever  had.  The  reason  is  that  any  statutory  limita- 
tion, as  soon  as  it  starts  getting  awkward,  we  simply  change  the 
law.  We  like  to  get  re-elected  when  we  are  in  politics,  but  as  Paul 
Tsongas  pointed  out,  there  are  more  important  things  than  getting 
re-elected. 

I  always  remember  when  I  was  first  elected  to  the  State  legisla- 
ture in  Illinois.  I  got  a  letter  from  a  man  in  Roxana,  IL.  He  had 
13  points  to  his  letter.  The  first  12  were  increased  services  he 
wanted  from  government,  and  the  13th  point  was  to  cut  taxes.  And 
we  have  just  about  adopted  his  program.  It  is  the  popular  thing  to 
do,  but  we  have  hurt  the  future  of  the  Nation  tremendously. 

Mr.  Stanley.  Senator,  may  I  suggest  you  are  not  at  fault  and 
your  constituent  who  wrote  you  that  letter,  inconsistent  as  it  was, 
was  not  really  at  fault,  because  we  have  a  system  that  compels 
that  kind  of  behavior. 

What  we  have  done  in  the  absence  of  a  limit  on  national  debt 
and  making  it  easy  to  spend  and  borrow,  we  have  put  our  National 
Government  on  an  unlimited  credit  card,  and  every  one  of  you  100 
Senators  and  every  one  of  435  Representatives  has  the  power  to 
run  up  unlimited  charges  on  that  credit  card.  Well,  then,  who  pays 
it?  Well,  the  people  of  each  of  the  States  and  each  of  the  districts 
or,  more  likely,  their  children  and  grandchildren  ultimately  will 
have  to  pay. 

But  the  point  is  they  will  have  to  pay  for  everyone  else's  spend- 
ing. Even  if  you.  Senator  Simon,  are  extremely  frugal,  even  if  you 
voted  against  every  spending  bill,  the  people  of  Illinois  would  still 
have  to  pay  just  as  much.  The  money  would  just  get  spent  some- 
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place  else,  and  then  they  would  write  you  nasty  letters  saying  you 
are  not  bringing  home  the  bacon,  you  are  not  getting  us  back  our 
share  of  the  Federal  tax  dollars  we  are  paying. 

Now,  it  is  wrong,  but  the  behavior  of  people  in  an  unlimited  cred- 
it card  system,  where  anyone  can  run  up  as  much  spending  as  he 
or  she  wants  and  we  all  have  to  pay  for  it  eventually,  it  is  very, 
in  a  way,  rational  even  though  it  is  destructive  in  the  long  run. 
And  then  you  add  to  that  the  plain  fact — I  think  you  said  it  a  mo- 
ment ago.  You  get  votes  by  saying  yes  to  requests  for  money.  You 
do  not  win  votes  by  saying  no  to  people  who  want  money. 

I  hate  to  put  it  this  strongly,  but  I  have  to.  We  have  actually  cor- 
rupted— we,  all  of  us,  by  our  failure  to  act  on  this,  have  corrupted 
a  wonderful  American  system  of  Government  into  a  system  where 
even  sincere,  genuine  Presidents  and  Members  of  Congress  who 
want  to  solve  the  problem  are  severely  tempted  to  borrow  money 
to  buy  the  votes  of  members  of  interest  groups  by  giving  them  what 
they  want  and  putting  it  on  our  grandchildren's  tab. 

Senator  Simon.  And  in  a  democracy,  what  people  do  really  is  im- 
portant. That  is  why  people  who  believe,  as  the  four  of  us  do,  have 
to  write  their  Senators  at  this  point.  And  also  I  would  add  one 
other  point.  When  people  write  a  letter  to  a  Member  of  the  House 
or  the  Senate  and  say  I  want  an  increased  service,  then  add  a  sec- 
ond paragraph  and  say  I  am  willing  to  pay  the  taxes.  And  if  you 
do  not  have  the  courage  to  write  the  second  paragraph,  do  not 
write  the  first  paragraph.  That  is  just  simple  reality. 

You  mentioned  also  Social  Security,  and  let  me  just  comment 
that  on  Thursday  one  of  our  witnesses  will  be  the  person  who  is 
the  actuary  for  Social  Security  for  26  years,  who  also  was  executive 
director  of  the  Legislative  Commission  on  Social  Security  headed 
by  the  late  Congressman  Claude  Pepper,  who  is  going  to  testify 
that  we  need  the  balanced-budget  amendment  as  a  safeguard  to 
the  Social  Security  retirement  system. 

Mr.  Sprague,  you  mentioned  interest  expenses.  I  do  not  know  of 
very  many  farmers — maybe  I  do  not  know  of  any — who  in  the 
course  of  a  year  do  not  have  to  borrow  money.  One  of  the  best 
things  that  we  could  do  in  terms  of  the  farm  program  would  be  to 
make  sure  interest  payments  stay  down.  Is  that  correct  or  incor- 
rect? 

Mr.  Sprague.  No,  Senator,  that  is  very  much  true.  In  our  family 
farming  operations,  interest  now  is  one  of  our  largest  expenditures 
in  the  crops.  Interest  rates  are  down  now.  We  are  proud  of  that. 
But  I  think  all  of  us  realize  that  with  this  increased  deficit  spend- 
ing, interest  rates  are  going  to  go  up.  How  long  and  what  happens 
in  that  time,  but  I  think  we  are  looking  at  the  real  cost  of  money 
increasing  as  the  Government  goes  in  there  in  competition  with 
private  enterprise  to  get  the  amount  of  money  we  need  to  operate 
our  businesses. 

Senator  Simon.  Though  I  would  hasten  to  add,  we  have  become 
so  accustomed  to  higher  interest  rates  that  they  are  not,  as 
some 

Mr.  Sprague.  Right.  That  is  true. 

Senator  Simon.  They  are  not  near  a  historic  low.  One  of  my  pred- 
ecessors in  the  Senate  was  Senator  Paul  Douglas,  who  was  an 
economist  like  Dr.  Regalia.  He  made  a  speech  in  1950  to  the  Amer- 
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ican  Economics  Association  warning  about  the  growing  deficit  at 
that  point  was  $3.6  billion  and  sajdng  that  as  the  deficit  grew,  in- 
terest rates  would  grow.  The  prime  rate  that  year  averaged  2  per- 
cent. 

Mr.  Sprague.  That  is  right. 

Senator  SiMON.  You  also  mentioned  that  we  are  spending  money 
in  an  unproductive  way.  Put  up  that  chart  that  shows  what  has 
happened  the  last  12  years  in  terms  of  where  we  have  been  spend- 
ing money. 

There  you  see  what  has  happened — these  are  in  inflation-ad- 
justed terms — the  last  12  years.  For  example,  education,  the  second 
one  in  there  in  the  blue  is  down  8  percent  in  inflation-adjusted 
terms,  even  though  in  dollar  terms  in  the  budget  it  is  up. 

A  great  many  people  would  say  defense  is  the  big  growth  item. 
Well,  you  can  see  defense  has  grown  16  percent.  Entitlements, 
largely  because  of  health  care  and  growth  in  numbers,  has  grown 
32  percent. 

But  the  big  item,  the  big  growth  item  is  interest,  that  huge  bar 
there  at  the  end  for  which  we  get  nothing. 

Real  Percentage  Increases  ^^°/° 

FY81-FY93 
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Senator  Simon.  What  would  you  think  if — do  you  have  sons  or 
daughters  working  with  you  on  your  farm? 

Mr.  Sprague.  Right;  I  have  a  son  and  a  daughter. 

Senator  Simon.  OK;  now,  what  if  they  came  to  you  and  said  this 
is  the  pattern  for  our  expenditures  in  the  farm  operation  and  the 
growth.  What  would  you  respond  to  your  sons  or  daughters  in  that 
kind  of  a  situation? 

Mr.  Sprague.  Yes,  that  is  the  real  problem,  and  the  trouble 
about  the  interest,  it  is  a  compounded  figure,  that  it  just  contin- 
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ually  grows  even  at  a  compounded  rate,  which  before  long  you  are 
spending  a  whole  lot  of  money  just  like  your  predecessor  Senator 
Dirksen  said,  a  million  here  and  a  million  there,  and  before  long 
you  have  spent  some  real  money  here.  So,  we  are  seeing  that. 

Senator  SiMON.  And  that  is  precisely  it.  We  are  compounding  it. 

Since  you  mentioned  interest  rates,  I  will  enter  into  the  record 
also  a  chart  showing  the  real  interest  rates.  By  real  interest  rates, 
I  mean  adjusted  for  inflation,  showing  that  we  are  not  anywhere 
near  the  record  low  in  terms  of  interest  rates. 

[See  chart  on  page  49.] 

Senator  SiMON.  You  mentioned  one  other  point,  Mr.  Sprague, 
that  I  think  is  important;  that  is,  we  have  this  three-fifths  limit  on 
extension  of  debt  so  that  there  can  be  no  games  played  in  this  proc- 
ess, that  we  cannot  say  this  is  off  budget,  this  is  on  budget,  so  that 
we  are  going  to  have  to  really  pay  attention  to  this  thing.  And  I 
think  that  is  an  important  provision.  We  are  likely  to  have  some 
amendments  knocking  out  something  like  that,  for  example,  and  I 
think  they  have  to  be  resisted. 

I  really  appreciate  your  coming  here.  We  are  going  to  have  2 
more  days  of  testimony.  In  another  hearing  room,  they  are  having 
testimony  that  is  very  different  going  on  right  now.  But  I  hope  that 
in  the  process  the  American  people  can  become  educated  as  to 
where  we  are  and  the  dire  consequences  of  just  continuing  this 
present  trend  unimpeded. 

We  thank  you  very,  very  much.  Our  hearing  stands  adjourned. 

[Whereupon,  at  10:22  a.m.,  the  subcommittee  was  adjourned.] 
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U.S.  Senate, 
Subcommittee  on  the  Constitution, 

Committee  on  the  Judiciary, 

Washington,  DC. 
The  subcommittee  met,  pursuant  to  notice,  at  9  a.m.  in  room 
SD-226,  Dirksen  Senate  Office  Building,  Hon.  Paul  Simon  (chair- 
man of  the  subcommittee),  presiding. 

OPENING  STATEMENT  OF  HON.  PAUL  SIMON,  A  U.S.  SENATOR 
FROM  THE  STATE  OF  ILLINOIS 

Senator  Simon.  Our  hearing  will  come  to  order.  I  would  like  first 
to  announce  the  release  of  a  letter  written  by  Nobel  Laureate 
James  Buchanan  in  The  Economist.  It  is  a  letter  signed  by  254 
economists,  and  let  me  just  read  a  few  sentences  from  that  letter, 
and  this  letter  will  be  available  to  the  press. 

Why  do  we  need  the  balanced  budget  amendment  now  when  no  such  constitu- 
tional provision  existed  for  two  centuries?  The  answer  is  clear.  Up  until  recent  dec- 
ades, the  principle  that  Government  should  balance  its  budget  in  peace  time  was 
indeed  a  part  of  our  effective  Constitution,  even  if  not  formally  written  down.  We 
have  lost  the  moral  sense  of  fiscal  responsibility  that  served  to  make  formal  con- 
stitutional constraints  unnecessary.  We  cannot  legislate  a  change  in  political  moral- 
ity. We  can  put  formal  constitutional  constraints  into  place. 

The  effects  of  the  balanced  budget  amendment  would  be  both  real  and  s)mibolic. 
Elected  politicians  would  be  required  to  make  fiscal  choices  within  meaningfully 
constructed  boundaries.  They  would  be  required  to  weigh  predicted  benefits  against 
predicted  tax  costs.  They  would  be  forced  to  behave  responsibly,  as  this  word  is  un- 
derstood by  the  citizenry,  and  knowledge  of  this  fact  would  do  much  to  restore  the 
confidence  of  citizens  in  governmental  processes. 

When  all  is  said  and  done,  there  is  no  rational  argument  against  the  balanced 
budget  amendment.  Simple  observation  of  the  fiscal  record  of  recent  years  tells  us 
that  procedures  through  which  fiscal  choices  are  made  are  not  working.  The  problem 
is  not  one  that  involves  the  wrong  political  leaders  or  the  wrong  parties.  The  prob- 
lem is  one  where  those  whom  we  elect  are  required  to  function  under  the  wrong 
set  of  rules,  the  wrong  procedures.  It  is  high  time  to  get  our  fiscal  house  in  order. 

We  can  only  imagine  the  increase  in  investor  and  business  confidence,  both  do- 
mestic and  foreign,  that  enactment  of  a  balanced  budget  amendment  would  produce. 
Perhaps  even  more  importantly,  we  could  all  regain  confidence  in  ourselves  as  a  free 
people  under  a  responsible  constitutional  government. 

We  have  a  distinguished  list  of  witnesses,  including  the  former 
Attorney  General  of  the  United  States,  Griffin  Bell,  and  I  confess 
to  being  a  Griffin  Bell  fan.  One  of  our  witnesses  has  to  be  leaving 
before  too  long,  therefore  I  am  going  to  go  out  of  order  and  call  on 
a  former  Member  of  the  House  of  Representatives  who  is  now  the 
Governor  of  Delaware,  Governor  Tom  Carper  of  Delaware. 

We  are  pleased  to  have  you  here.  Governor. 
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STATEMENT  OF  HON.  THOMAS  CARPER,  GOVERNOR,  STATE  OF 

DELAWARE 

Governor  CARPER.  Senator  Simon,  good  morning. 

Senator  Simon.  Good  morning,  and  we  welcome  you  as  one  who, 
when  you  were  in  the  House  of  Representatives,  favored  and  sup- 
ported the  balanced-budget  amendment,  and  now  you  see  it  from 
a  little  different  perspective  and  we  look  forward  to  hearing  from 
you. 

Governor  Carper.  Thank  you  very  much.  I  thank  you  for  your 
leadership  on  this  issue.  I  thank  you  for  the  invitation  to  share  a 
few  thoughts  with  you  and  others  here  today. 

I  have  never  been  one  who  worshipped  at  the  alter  of  a  balanced 
budget.  I  think  there  are  times  when  it  is  altogether  appropriate 
for  the  Federal  Government  to  run  a  deficit.  I  am  somewhat 
amused  when  I  hear  States,  and  in  some  cases  Governors  of  States, 
say  if  I  can  balance  the  budget  in  my  State,  why  can't  the  Federal 
Government  balance  its  budget? 

Unlike  the  Federal  Government,  States  have  capital  budgets,  as. 
you  know.  We  have  the  opportunity  to  establish  an  operating  budg- 
et and  a  separate  capital  budget  to  borrow  money  for  long-life  cap- 
ital projects,  be  they  schools  or  prisons  or  roads.  Also,  unlike  the 
Federal  Government,  States  are  not  expected  to  stimulate  the  econ- 
omy, to  move  a  nation  out  of  a  recession  or  out  of  a  depression.  Un- 
like the  Federal  Government,  States  normally  don't  wage  wars 
against  their  adversaries  or  our  Nation's  adversaries. 

Like  the  Federal  Government,  States  have  any  number  of  oppor- 
tunities to  spend  money  off  budget.  My  State  is  no  exception.  We 
have  authorities  for  all  kinds  of  things.  We  have  an  authority  for 
dealing  with  solid  waste.  We  have  an  authority  that  deals  with 
transportation.  We  have  a  separate  authority  that  deals  with 
health  care.  We  have  a  separate  authority  that  deals  with  housing. 
Other  States  have  those  authorities,  as  well  as  economic  develop- 
ment authorities  and  a  whole  list  of  off-budget  borrowing  entities. 

I  came  to  this  Congress  almost  12  years  ago.  I  joined  you  in  the 
House  of  Representatives.  When  I  came  here,  I  was  not  of  the  be- 
lief or  necessarily  convinced  that  there  should  be  some  provision 
ensuring  greater  fiscal  discipline  as  a  part  of  our  Constitution.  I 
came  to  the  belief  over  the  first  several  years  that  I  was  here  that 
if  an  amendment  could  be  crafted  that  was  not  inflexible,  if  an 
amendment  could  be  crafted  that  would  inject  fiscal  discipline  in 
both  the  executive  and  legislative  branches,  if  an  amendment  could 
be  crafted  that  was  straightforward,  easy  to  understand,  and  frank- 
ly relatively  easy  to  implement  and  to  abide  by,  then  that  would 
be  an  amendment  that  would  be  worth  pursuing  and  trying  to 
craft.  I  worked  with  a  number  of  my  colleagues  in  the  House  of 
Representatives  and  ultimately  in  the  Senate  over  the  last  10  years 
to  see  if  we  could  find  such  a  measure. 

What  led  me  to  sort  of  the  change  in  my  own  views  as  to  whether 
or  not  we  actually  needed  an  amendment  that  we  call  a  balanced- 
budget  amendment?  First  of  all,  I  found  in  Washington  an  attitude 
that  said  deficits  don't  matter.  It  was  an  attitude  that  prevailed  in 
the  administration,  in  the  White  House,  at  the  time,  and  it  was  an 
attitude  that  prevailed  within  both  parties  in  the  Congress.  I  re- 
member a  joke  going  around  asking  why  people  voted  for  Demo- 
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crats  or  Republicans,  and  the  response  was  we  vote  for  Democrats 
because  they  give  us  stuff  and  we  vote  for  Republicans  because 
they  don't  make  us  pay  for  it.  Unfortunately,  that  was  indeed  the 
case. 

I  think  that  when  there  is  a  lack  of  fiscal  discipline  and  a  lack 
of  a  requirement  to  more  nearly  balance  one's  books,  it  leads  to  the 
inefficient  use  of  our  taxpayers'  money.  We  don't  run  as  responsible 
a  ship  as  we  perhaps  should. 

When  we  have  the  Federal  Government  borrowing  inordinate 
amounts  of  money  each  year,  there  tends  to  be  a  crowding  out  of 
other  potential  borrowers  in  our  credit  markets.  We  end  up  with 
high  real  interest  rates,  and  I  say  real  interest  rates  as  opposed  to 
nominal  interest  rates.  We  tend  to  undercut  GDP  and  we  undercut 
long-term  economic  growth  for  our  country. 

Around  10  years  ago,  when  I  began  looking  through  the  bal- 
anced-budget amendments  that  had  been  proposed,  I  frankly  didn't 
find  one  that  I  thought  met  the  requirements  that  I  thought  were 
appropriate.  As  I  said  earlier,  I  worked  with  a  number  of  our  col- 
leagues to  try  to  come  up  with  such  a  measure,  and  I  think  we 
have  for  the  most  part  succeeded. 

Had  I  come  to  Congress  in  1993,  as  opposed  to  1983,  I  might  feel 
a  bit  differently,  a  bit  less  strongly  that  this  kind  of  measure  is 
needed.  Unlike  earlier  administrations,  I  believe  the  current  ad- 
ministration is  committed  to  making  tough  budget  choices,  fiscal 
choices.  I  believe  the  current  administration  is  committed  to  chal- 
lenging the  Congress,  both  the  House  and  the  Senate,  Democrats 
and  Republicans,  to  make  similarly  difficult  choices.  We  are  seeing 
the  deficit  come  down  in  nominal  terms,  in  real  terms,  also  in 
terms  of  its  percentage  as  part  of  our  gross  domestic  product. 

Bill  Clinton  will  not  be  President  forever  unless  you  amend  the 
Constitution,  I  suppose.  Leon  Panetta  will  not  be  the  Director  of 
0MB  forever,  and  while  we  would  hope  that  this  administration 
would  continue  to  be  vigilant,  and  I  expect  this  administration  to 
continue  to  be  vigilant  in  pursuing  a  more  rational  fiscal  policy,  we 
don't  know  that  the  next  administration  will  share  that  vigilance 
or,  frankly,  that  the  next  Congress  will  share  that  vigilance. 

I  find  in  my  role  as  Governor  that  almost  every  day  we  have 
some  tough  choices  to  make,  and  I  know  we  have  tough  choices  to 
make  here.  My  recollection  is  when  you  voted  on  the  budget  for  the 
current  fiscal  year,  it  prevailed  in  the  House  by  one  vote  and  it  pre- 
vailed in  the  Senate  by  one  vote.  Over  the  course  of  the  next  sev- 
eral years  as  you  continue  to  try  to  ratchet  down  the  budget,  it  is 
not  going  to  get  any  easier  and  those  votes  aren't  going  to  become 
any  easier  to  make. 

I  believe  that  all  of  us  as  politicians  are  human  and  it  is  human 
nature  for  us  to  want  to  meet  the  demands  of  our  constituents. 
Many  of  our  constituents  tell  us  that  they  want  more  in  the  way 
programs  and  they  want  less  in  the  way  of  taxes.  I  believe  it  would 
be  helpful  to  have  in  our  Constitution  what  I  would  call  the  politi- 
cal protection  and  the  moral  force  of  our  Constitution  which  en- 
courages us  to  make  the  difficult  choices  that  we  need  to  make. 

There  are  a  couple  of  questions  that  I  think  I  want  to  conclude 
by  asking  rhetorically.  One  is,  is  the  amendment  that  is  being  of- 
fered and  is  under  consideration  in  the  Senate  perfect.  It  is  essen- 
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tially  the  amendment  that  you  and  I  and  Representatives  Stenholm 
and  Smith  and  Senator  Craig  and  others  worked  on  for  a  number 
of  years.  Is  it  perfect?  No. 

Is  the  amendment  something  that  I  would  Uke  to  change,  if  I 
could,  in  one  way  or  the  other?  Yes,  I  could  think  of  changes  that 
I  would  like  to  make.  I  am  sure  you  can.  I  am  sure  every  Member 
of  the  House  and  Senate  could  think  of  changes  that  they  would 
like  to  make. 

I  think  perhaps  the  most  important  question  that  needs  to  be  an- 
swered by  the  Senate  and  by  the  House  is  will  it  work.  I  believe 
that  it  will.  A  careful  reading  of  the  amendment  suggests  to  me 
that  it  will  change  expectations  in  our  Federal  Government  in 
Washington.  One  will  expect  the  President  to  play  a  strong  leader- 
ship role  in  favor  of  fiscal  responsibility.  The  expectation  will  be 
that  in  the  normal  course  of  business  we  will  balance  our  budgets. 
The  President  will  be  expected  to  propose  a  balanced  budget.  The 
Congress  will  be  expected  to  balance  the  budget  unless  a  three- 
fifths  majority  of  the  House  and  Senate  vote  to  unbalance  the 
budget. 

During  the  course  of  a  year,  we  will  be  expected  to  match  reve- 
nues and  expenditures  unless  three-fifths  of  the  House  and  Senate 
vote  to  raise  the  debt  ceiling.  We  would  expect  not  to  raise  taxes 
unless,  on  a  roll-call  vote,  a  simple  majority  of  the  House  and  the 
Senate  believe  that  that  is  an  appropriate  thing  to  do. 

I  don't  believe  that  those  are  foolhardy  or  irrational  things  for  us 
to  include  in  our  Constitution.  To  me,  they  make  sense.  I  appre- 
ciate the  fact  that  there  are  those  who  are  concerned  about  tamper- 
ing with  the  Constitution  in  almost  any  way,  but  I  believe  the 
measured  changes  that  this  amendment  would  make  are  appro- 
priate and  would  not  only  keep  us  on  the  right  course  on  which  we 
are  headed  today,  but  perhaps  just  as  importantly,  as  we  change 
from  one  century  to  the  next,  to  better  ensure  that  we  stay  on  that 
course  for  the  future,  not  in  a  way  that  puts  us  in  a  straitjacket, 
not  in  a  way  that  makes  fiscal  policy  totally  inflexible,  and  not  in 
a  way  that  unduly  ties  the  hands  of  future  Presidents  and  future 
Congresses. 

Senator  Simon.  Governor,  we  thank  you  very  much  for  your  testi- 
mony. Do  you  think  you  speak  for  a  majority  of  Governors  when 
you  support  this  kind  of  fiscal  restraint? 

Governor  Carper.  Today,  I  speak  for  myself.  I  have  not  been 
sent  by  the  National  Governors  Association  to  speak  for  them.  My 
gut  says  that  I  probably  do.  Officially,  no.  This  one  is  from  me  as 
one  of  your  former  colleagues  and  one  who  is  trying  to  run  a  fis- 
cally responsible  operation  in  my  State. 

Senator  SiMON.  I  would  just  add  that  is  my  impression,  also.  I 
have  received  phone  calls  from  various  Governors  and  my  impres- 
sion is  that  a  majority  of  Governors — and  I  haven't  taken  any  poll, 
but  a  majority  of  Governors  share  your  opinion. 

You  make  a  point  that  is  kind  of  basic  in  politics.  In  politics,  we 
like  to  please  people.  We  don't  like  to  take  stands  that  are  unpopu- 
lar. Unfortunately,  to  get  a  deficit  down,  you  have  to  take  some  un- 
popular stands,  but  if  we  don't  do  it — and  I  don't  know  if  you  can 
see  the  chart  from  there. 
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TABLE  3-3.— LIFETIME  NET  TAX  RATES  UNDER  ALTERNATIVE  POLICIES 

[In  percentages] 
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Future  generations  1 

Percentage  difference:  future  generations  and  1992  

>  Omnibus  Budget  Reconciliation  Act. 

Governor  Carper.  I  used  to  be  able  to  see  that  from  here. 

Senator  SiMON.  Can  you  make  that  out? 

Governor  Carper.  I  can  see  it. 

Senator  SiMON.  All  right.  It  says  "Lifetime  Net  Tax  Rates."  Now, 
these  are  figures  just  put  out  by  this  administration.  These  are  not 
Paul  Simon's.  These  are  0MB  figures,  and  you  get  down  here 
where — Aaron,  can  you  point  out  the  future  generations  there? 

Future  generations,  you  will  see — and  it  was  put  in  to  show  what 
we  did  with  reconciliation.  Future  generations,  up  until  we  passed 
reconciliation,  were  going  to  pay  93  percent  of  their  lifetime  earn- 
ings in  taxation.  Now,  after  reconciliation  it  is  82  percent,  and  after 
health  care  it  will  be  between  66  and  75  percent  of  their  lifetime 
for  taxation.  That  is  because  of  debt  service. 

Now,  the  reality  is,  as  I  think  you  know,  politically  you  are  not 
going  to  tax  people  66  to  75  percent  of  their  lifetime  earnings  for 
taxation.  We  will  start  printing  money;  we  will  start  the  printing 
presses  rolling  before  that  happens.  You  are  from  a  State  that  has 
a  lot  of  corporate  headquarters.  That  will  just  devastate  the  busi- 
nesses headquartered  in  Delaware,  as  well  as  devastate  the  Social 
Security  Fund.  It  doesn't  do  any  good  to  get  a  $1,000  Social  Secu- 
rity check  if  a  quart  of  milk  costs  you  $100,  and  that  is  where  we 
are  headed.  So  I  really  appreciate  your  testimony. 

One  other  point.  Yesterday,  former  Senator  Paul  Tsongas  testi- 
fied here  and  he  used  a  phrase  that  I  thought  was  very  good.  He 
said  we  have  a  debt  addiction.  Like  any  addiction,  if  you  have  a 
drug  addiction  or  an  alcohol  addiction,  to  get  rid  of  it  causes  some 
pain;  not  to  get  rid  of  it  causes  infinitely  more  pain. 

I  gather  you  are  not  saying  that  there  isn't  going  to  be  some  pain 
in  moving  toward  a  balanced  budget,  but  not  to  do  it  is  going  to 
cause  infinitely  more  pain.  Am  I  reading  you  correctly? 

Governor  Carper.  You  are  right.  I  would  like  to  believe  that  fu- 
ture administrations  and  future  Congresses  are  willing  to  take  that 
short-term  pain  for  the  long-term  benefit  of  our  country.  Indeed, 
that  might  be  the  case.  We  may  have  future  Presidents  and  future 
Congresses  who  will  summon  the  political  will  to  do  what  we  would 
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all  agree  is  right,  to  cut  spending  and  to  raise  revenues  to  more 
nearly  balance  our  books.  That  might  be  the  triumph  of  man's  hope 
over  experience.  I  don't  know.  I  think  we  would  be  better  off  with 
a  policy  like  the  one  that  is  proposed  here  that  would  better  ensure 
changing  of  those  expectations. 

Senator  SiMON.  I  immodestly  mentioned  on  a  program  earlier 
this  morning  that  I  am  going  to  become  a  grandfather  twice  this 
year.  If,  instead  of  handing  those  unborn  grandchildren  huge  debt, 
I  could  sacrifice  a  little  bit  to  avoid  that,  clearly  I  want  to  do  that, 
and  I  think  the  American  people  want  to  do  that. 

Governor,  we  thank  you  very,  very  much  for  your  leadership 
when  you  were  in  the  House  on  this  and  for  your  willingness  to 
stand  up  here.  We  really  appreciate  it. 

Governor  Carper.  I  thank  you  for  the  invitation  to  come  today, 
and  I  want  to  express  my  thanks  to  Senator  Thurmond  and  to  Rep- 
resentative Penny  for  allowing  me  to  go  before  them  so  that  I 
might  catch  my  train  back  to  Delaware.  Thanks  very  much. 

Senator  SiMON.  Thank  you  very  much. 

General  as  you  know,  as  a  courtesy  around  here,  we  let  our  col- 
leagues go  first.  So  before  we  hear  from  you,  I  am  going  to  hear 
from  Senator  Thurmond  and  Congressman  Penny,  if  you  don't 
mind. 

Governor,  again,  my  thanks  for  your  leadership  on  this. 

Senator  Thurmond  and  Congressmen  Penny,  we  will  hear  from 
both  of  you  here  now.  Senator  Thurmond,  first  of  all  you  have  been 
a  leader  in  this  for  a  long  time,  and  it  is  interesting.  Former  Sen- 
ator Paul  Tsongas  testified  yesterday  and  he  said  we  have  six  liv- 
ing former  Presidents,  counting  the  incumbent  President,  not  a  one 
of  whom  has  ever  seen  a  balanced  budget.  We  have  100  Members 
of  the  Senate  and  only  7  have  ever  voted  for  a  balanced  budget. 
Senator  Thurmond,  you  are  one  of  the  7  Senators  who,  in  the  Unit- 
ed States  Senate,  has  voted  for  a  balanced  budget.  I  wish  I  could 
claim  that  I  had  voted  for  a  balanced  budget,  but  I  hope  we  can 
move  in  that  direction  now,  thanks  to  your  help  and  your  leader- 
ship. 

I  am  pleased  to  call  on  my  colleague,  a  mentor  for  all  of  us  in 
the  Senate,  Senator  Thurmond. 

PANEL  CONSISTING  OF  HON.  STROM  THURMOND,  A  U.S.  SEN- 
ATOR FROM  THE  STATE  OF  SOUTH  CAROLINA;  AND  HON. 
TIMOTHY  J.  PENNY,  A  REPRESENTATIVE  IN  CONGRESS 
FROM  THE  STATE  OF  MINNESOTA 

STATEMENT  OF  HON.  STROM  THURMOND 

Senator  Thurmond.  Thank  you  very  much,  Mr.  Chairman.  I  am 
pleased  to  testify  today  and  voice  my  strong  support  for  a  constitu- 
tional amendment  to  require  the  Federal  Government  to  achieve 
and  maintain  a  balanced  budget. 

Mr.  Chairman,  I  want  to  say  in  the  beginning  I  want  to  com- 
mend you  for  your  interest  in  this  matter.  I  have  been  interested 
in  this  for,  I  guess,  between  30  and  35  years.  I  worked  with  Sen- 
ator Harry  Byrd,  Sr.,  and  Senator  Karl  Mundt  of  South  Dakota, 
and  others  many  years  ago,  and  I  have  been  looking  forward  to  the 
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day  when  we  could  get  a  constitutional  amendment  that  will  man- 
date a  balanced  budget. 

In  the  last  Congress,  as  in  many  Congresses  before,  I  introduced 
a  proposed  balanced-budget  amendment,  and  also  joined  as  a  co- 
sponsor  of  a  proposal  which  was  agreed  upon  with  proponents  in 
the  House  of  Representatives.  That  proposal  was  narrowly  defeated 
in  the  House.  The  defeat  was  a  direct  result  of  the  Speaker's  suc- 
cessful lobby  of  several  Representatives  who  are  actually  cospon- 
sors  of  the  bill,  but  turned  and  voted  against  it  when  pressed  by 
the  Speaker. 

We  have  reintroduced  this  proposal  as  S.J.  Res.  41.  This  current 
legislation  is  similar  to  a  balanced-budget  amendment  passed  by 
the  Senate  in  1982  while  I  was  chairman  of  the  Judiciary  Commit- 
tee. Unfortunately,  the  Speaker  of  the  House  and  the  Majority 
Leader  led  the  movement  to  kill  it.  Also,  in  March  1986  the  bal- 
anced-budget amendment  received  66  of  the  67  votes  needed  for 
Senate  approval,  one  short.  The  Senate  will  soon  begin  floor  debate 
on  S.J.  Res.  41,  and  I  believe  we  have  a  good  opportunity  to  pass 
this  measure  through  both  bodies. 

Mr.  Chairman,  the  balanced-budget  amendment  will  strengthen 
our  economy,  imposing  the  requirement  to  reduce  and  ultimately 
eliminate  the  Federal  deficit.  The  American  people  have  expressed 
their  strong  opinion  on  the  need  for  a  solution  to  the  deficit  prob- 
lem. Making  a  balanced-budget  amendment  part  of  the  Constitu- 
tion is  the  only  effective  means  of  permanently  addressing  our  Na- 
tion's runaway  fiscal  policy. 

The  Congress  has  refused  to  act  on  this  matter  voluntarily. 
Therefore,  we  have  got  to  make  the  Congress  do  it.  We  have  got 
to  compel  the  Congress  to  do  it.  We  have  got  to  require  the  Con- 
gress to  do  it,  and  the  balanced-budget  amendment  is  the  only  way 
I  know  it  can  be  done. 

While  Congress  could  achieve  a  balanced  budget  by  statute,  past 
efforts  to  statutorily  achieve  this  goal  have  failed.  It  is  simply  too 
easy  for  Congress  to  change  its  mind  and  rescind  any  statutory 
scheme  which  addresses  Federal  spending.  The  constitutional 
amendment  is  unyielding  in  its  imposition  of  discipline  on  Congress 
to  make  the  tough  decisions  necessary  to  balance  the  Federal  budg- 
et. 

I  remember  years  ago  Harry  Byrd,  Jr.,  a  Senator  from  Virginia 
at  that  time,  passed  a  statute,  but  later  appropriations  exceeded 
the  statute,  and  the  later  statute  controls.  Therefore,  taking  action 
by  statute  is  not  a  satisfactory  way  to  accomplish  it. 

Over  the  past  half  century.  Congress  has  demonstrated  a  total 
lack  of  fiscal  discipline,  evidenced  by  an  irrational  and  irrespon- 
sible pattern  of  spending.  This  reckless  approach  has  seriously 
jeopardized  the  Federal  Government  and  threatens  the  very  future 
of  this  Nation.  As  a  result,  I  believe  we  must  look  to  constitutional 
protection  from  a  firmly  entrenched  fiscal  policy  which  threatens 
the  liberties  and  opportunities  of  our  present  and  future  citizens. 

The  national  debt  is  now  $4.2  trillion.  Paying  off  this  debt  would 
cost  every  man,  woman  and  child  in  America  over  $16,000  each. 
For  fiscal  year  1993,  the  Federal  deficit  was  $255  bilUon.  The  Con- 
gressional Budget  Office  projects  the  Federal  deficit  in  fiscal  year 
1994  to  be  $223  billion. 
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The  payment  of  interest  on  the  debt  is  projected  to  be  over  $200 
billion  in  fiscal  year  1994.  The  tax  dollars  that  go  to  pay  interest 
on  the  debt  are  purely  to  service  a  voracious  congressional  appetite 
for  spending.  Payment  of  interest  on  the  debt  does  not  build  roads, 
it  does  not  fund  medical  research,  it  does  not  provide  educational 
opportunities,  it  does  not  provide  job  opportunities,  and  it  does  not 
speak  well  for  the  Federal  Government. 

Mr.  Chairman,  deficit  spending  and  the  alarming  growth  of  the 
Federal  Government  have  brought  us  to  this  moment.  Congress 
has  balanced  the  Federal  budget  only  once — I  repeat,  once — in  the 
last  31  years.  During  my  service  in  the  Senate  of  nearly  four  dec- 
ades, I  have  been  amazed  and  deeply  concerned  over  the  continued 
growth  of  Government  spending.  Federal  spending  continues  to 
eclipse  Federal  receipts,  and  this  will  only  worsen  the  deficit  prob- 
lem. A  balanced-budget  amendment  as  part  of  the  Constitution  will 
mandate  the  Congress  to  adhere  to  a  responsible  fiscal  policy. 

Mr.  Chairman,  the  tax  burdens  which  today's  deficits  will  place 
on  future  generations  of  American  workers  is  staggering.  This 
heavy  yoke  will  be  carried  by  our  children  and  our  children's  chil- 
dren. We  are  mortgaging  the  future  of  generations  yet  unborn.  This 
is  a  terrible  injustice  we  are  imposing  on  America's  future  and  it 
has  been  appropriately  referred  to  as  fiscal  child  abuse. 

In  1798  Thomas  Jefferson,  one  of  our  greatest  Presidents  and 
greatest  leaders  of  our  country,  expressed  his  opinion  of  deficit 
spending: 

The  question  whether  one  generation  has  the  right  to  bind  another  by  the  deficit 
it  imposes  is  a  question  of  such  consequence  as  to  place  it  among  the  ftindamental 
principles  of  government.  We  should  consider  ourselves  unauthorized  to  saddle  pos- 
terity with  our  debts,  and  morally  bound  to  pay  them  ourselves. 

Mr.  Chairman,  it  is  time  we  demonstrate  the  fiscal  discipline 
which  Mr.  Jefferson  called  a  "fundamental  principle  of  govern- 
ment." It  is  time  we  adopt  a  balanced-budget  amendment.  For  31 
years,  31  long  years,  the  Congress  has  failed  and  refused  to  keep 
spending  within  income.  It  is  apparent  that  if  we  are  going  to  oper- 
ate on  a  balance  budget,  then  we  must  compel  the  Congress,  man- 
date the  Congress,  make  the  Congress  refrain  from  deficit  spending 
year  in  and  year  out. 

Thank  you,  Mr.  Chairman. 

Senator  Simon.  We  thank  you.  Senator  Thurmond,  for  your  lead- 
ership on  this  over  the  years. 

Congressman  Penny  has  been  one  of  those  who  has  been  advocat- 
ing fiscal  self-restraint,  and  we  are  pleased  to  have  you  here,  Con- 
gressman Penny. 

STATEMENT  OF  HON.  TIMOTHY  J.  PENNY 

Mr.  Penny.  I  am  delighted  to  be  with  you  this  morning.  Senator 
Simon,  and  I  appreciate  as  well  your  leadership  on  this  issue.  I 
must  admit  that  prior  to  my  arrival  in  Congress  back  in  1982,  you 
were  among  those  legislators  whom  I  held  in  high  esteem,  someone 
that  I  felt  was  always  willing  to  speak  the  truth.  When  I  arrived 
here,  I  had  the  honor  to  serve  with  you  in  the  House  for  a  few 
years  prior  to  your  election  to  the  Senate,  but  I  am  delighted  to  see 
that  the  Senate  hasn't  changed  you.  You  still  speak  the  truth,  you 
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still  challenge  us  to  face  tough  issues,  and  that  is  to  be  com- 
mended. 

Senator  SiMON.  Thank  you. 

Mr.  Penny.  Mr.  Chairman,  it  is  a  pleasure  to  be  here  before  your 
subcommittee  this  morning  to  support  the  balanced-budget  amend- 
ment. Before  outlining  my  views,  I  want  to  first  comment  on  the 
scare  tactics  that  are  being  conducted  by  opponents  of  the  bal- 
anced-budget amendment.  In  recent  days  we  have  all  seen  evidence 
that  the  Clinton  administration  and  various  special  interest  groups 
are  hard  at  work  trying  to  frighten  Americans  with  threats  of  huge 
tax  increases  and  draconian  budget  cuts  if  a  balanced-budget 
amendment  is  adopted. 

I  think  we  need  national  leadership  that  enlightens  the  public  in- 
stead of  attempting  to  frighten  the  public.  We  need  principled  lead- 
ership that  treats  deficit  spending  as  a  threat,  rather  than  timid 
leadership  that  treats  the  balanced-budget  amendment  as  a  threat. 

Yes,  tough  decisions  are  necessary  to  eliminate  the  deficit.  That 
will  include  tax  increases  and  painful  budget  cuts.  Instead  of  urg- 
ing the  electorate  to  reject  the  tough  medicine,  we  need  political 
leaders  brave  enough  to  challenge  American  taxpayers  to  accept  a 
shared  sacrifice.  Sadly,  it  too  often  falls  to  retired  politicians,  like 
former  Senators  Tsongas  and  Rudman,  to  speak  the  truth  about 
the  budget  deficit.  We  in  this  Congress  need  to  follow  their  exam- 
ple and  show  some  political  courage  as  we  move  forward  on  this 
issue,  and  the  tough  decisions  that  are  necessary  to  bring  about  a 
balanced  budget  once  we  have  this  amendment  to  the  Constitution. 

Mr.  Chairman,  there  is  an  inherent  distortion  on  the  part  of 
those  who  criticize  the  balanced-budget  amendment.  Clearly,  no 
supporter  of  the  balanced-budget  amendment,  to  my  knowledge, 
has  ever  argued  that  it  was  possible  to  balance  the  budget  without 
making  budget  cuts  or  raising  taxes,  or  some  combination  of  the 
two. 

Mr.  Chairman,  I  encourage  you  to  ask  any  who  would  oppose  the 
constitutional  amendment  to  answer  these  questions.  First,  do  you 
support  the  concept  of  a  balanced  budget?  Second,  if  so,  how  would 
you  go  about  balancing  the  budget?  I  think  you  would  find  that 
most  opponents  of  the  balanced-budget  amendment  would  still  in- 
sist that  they  are  for  a  balanced  budget,  in  principle,  but  they 
would  dodg:e  and  avoid  the  second  half  of  that  question  as  to  how 
we  get  the  job  done. 

I  would  argue  that  there  are  several  fundamental  reasons  for 
supporting  a  balanced-budget  amendment.  First,  a  balanced-budget 
amendment  will  safeguard  future  generations.  Those  are  not  tax- 
payers; they  are  not  voters.  They  are  those  in  our  society  who  have 
no  real  voice  in  decisions  made  in  Congress  today  that  will  affect 
their  lives  tomorrow. 

Second,  I  strongly  believe  that  unless  the  budget  is  balanced  in 
the  next  10  years,  the  growing  interest  payment  on  our  national 
debt  will  itself  force  the  kind  of  horrible  budget  cuts  that  critics  of 
the  balanced-budget  amendment  say  will  happen  if  this  amend- 
ment were  added  to  the  Constitution.  Interest  payments,  as  you 
know,  are  now  15  percent  of  our  Federal  budget.  Soon,  interest 
payments  on  a  growing  national  debt  will  be  20  and  30  percent,  or 
more,  of  all  Federal   spending.   These  interest  payments  buy  us 
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nothing  new.  They  do  not  add  to  our  national  wealth,  they  do  not 
represent  an  investment  in  our  future.  In  fact,  they  are  evidence 
of  a  robbing  from  the  future.  In  my  view,  Mr.  Chairman,  growing 
interest  payments  will  make  it  impossible  to  invest  in  any  impor- 
tant programs,  like  education  or  training,  that  will  have  a  positive 
impact  on  our  Nation's  future. 

Third,  Mr.  Chairman,  I  believe  we  must  support  the  balanced- 
budget  amendment  because  lowering  the  interest  costs  on  our  na- 
tional debt,  which  would  be  a  consequence  of  the  budget  discipline 
required  under  a  BBA,  will  have  a  very  positive  economic  impact. 
Pressure  will  come  off  interest  rates,  public  confidence  will  grow, 
and  this  will  result  in  more  private  sector  investment  and  job  cre- 
ation. 

Mr.  Chairman,  it  is  clear  that  most  polls  show  that  the  American 
people  support  a  balanced-budget  amendment  by  very  large  mar- 
gins, often  by  a  ratio  of  more  than  4  to  1.  I  am  afraid,  however, 
based  on  calls  received  by  my  office  in  opposition  to  the  1990  budg- 
et deal  and  again  in  opposition  to  the  recently  adopted  Clinton 
budget,  that  voters  tend  to  reject  by  about  a  4-to-l  ratio  the  cuts 
and  the  taxes  that  are  necessary  to  actually  balance  a  budget.  I  be- 
lieve we  ought  to  give  the  American  voters  a  balanced-budget 
amendment,  but  also  challenge  them  to  accept  the  consequences, 
controversial  though  those  tough  choices  may  be. 

Some  argue  that  an  amendment  to  balance  the  budget  has  no 
place  in  the  Constitution.  I  disagree,  and  I  too  would  use  the  words 
of  one  of  our  Founding  Fathers  to  bear  out  this  point.  Thomas  Jef- 
ferson once  wrote: 

I  wish  it  were  possible  to  obtain  a  single  amendment  to  our  Constitution.  I  would 
be  willing  to  depend  on  that  alone  for  the  reduction  of  our  government  to  the  genu- 
ine principles  of  its  Constitution.  I  mean  an  additional  article  taking  from  the  gov- 
ernment the  power  of  borrowing. 

Deciding  budget  priorities  is  the  most  fundamental  responsibility 
of  government.  It  would  clearly  be  preferable  to  allow  the  regular 
legislative  process  to  produce  balanced  budgets.  Unfortunately,  in 
far  too  many  successive  Congresses  and  successive  Presidencies,  we 
have  proven  incapable  and  unable  of  producing  zero  deficits. 

In  just  the  past  12  years  alone,  we  have  added  $3.5  trillion  to 
our  national  debt.  I  believe  that  is  because  the  process  in  Congress 
is  built  around  a  desire  to  increase  spending,  not  to  control  it  or 
reduce  it.  There  is  not  a  single  effective  institutional  check  on 
spending,  and  I  think  evidence  of  that  is  the  recently  passed  earth- 
quake bill  for  Southern  California.  We  could  not  collectively  resist 
the  temptation  to  add  $3  billion  worth  of  unrelated  items  to  an  $8 
billion  aid  package  for  needy  victims  of  that  awful  natural  calam- 
ity. That  tends  to  be  the  culture  of  Congress,  to  spend  even  when 
we  don't  have  the  money  to  spend.  That  is  the  culture  of  Congress 
today. 

Even  in  today's  tighter  budget  climate — and  we  all  know  that  the 
Clinton  budget  is  tighter  than  any  recently  submitted — the  tend- 
ency around  here  is  to  still  bring  home  the  bacon,  to  vote  for  new 
spending.  When  I  leave  this  committee  hearing  this  morning,  I  will 
be  traveling  downtown  to  a  press  conference  with  Citizens  Against 
Government  Waste,  a  national  organization.  They  will  be  highlight- 
ing that  in  the  1994  budget  alone  there  are  $6  billion  worth  of 
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questionable  projects  authorized  by  the  Congress,  but  not  re- 
quested by  the  administration.  Most  of  these  projects  do  not  serve 
a  national  need.  Many  of  these  projects  were  tucked  into  major 
spending  bills  by  a  few  key  legislators  behind  closed  doors  in  the 
closing  days  of  the  legislative  session.  This  business  as  usual  must 
end,  but  again  it  is  an  example  that  there  is  a  spending  culture 
here  in  the  capital  that  does  not  rein  itself  in,  and  I  believe  a  bal- 
anced-budget amendment  may  be  our  only  hope  to  change  that  cul- 
ture. 

It  seems  to  me,  Mr.  Chairman,  a  constitutional  amendment  to 
balance  the  budget  will  force  the  political  leadership  in  Washington 
to  work  together  for  the  common  good  and  for  the  Nation's  future. 
In  another  Senate  hearing  room,  an  array  of  witnesses  from  the 
Clinton  administration  and  outside  interests  are  lambasting  this 
amendment.  These  leaders  prefer  huge  deficits  to  the  tough  choices 
required  to  balance  the  budget. 

I  suggest  that  we  need  a  new  brand  of  leadership  prepared  to 
challenge  the  American  public  to  do  the  right  thing  rather  than 
scaring  the  public  once  again  into  doing  the  wrong  thing  by  bur- 
dening future  generations  with  our  debt. 

Thank  you,  Mr.  Chairman. 

Senator  Simon.  I  thank  you.  Just  a  comment  or  two.  One,  in  ad- 
dition to  the  questions  you  ask,  I  think  one  of  the  questions  we 
have  to  ask  as  we  face  appropriations  and  these  deficits  is,  is  this 
important  enough  that  we  are  going  to  borrow  from  our  children 
and  our  grandchildren  to  pay  for  this.  If  the  answer  to  that  is  no, 
then  I  think  we  have  to  make  a  different  decision.  We  are  not  even 
asking  those  basic  questions. 

Mr.  Penny.  That  brings  fundamental  honesty  to  the  process.  Ev- 
erything sounds  good  if  you  can  simply  put  it  on  the  credit  card, 
especially  if  you  don't  have  to  worry  about  paying  off  that  credit 
card  yourself  But  you  are  right.  Budget  decisions  and  budget  prior- 
ities at  the  national  level  are  never  held  to  that  standard,  and  that 
is  the  simple,  fundamental  question  that  has  to  be  asked  whenever 
a  spending  request  comes  before  this  Congress.  More  of  us  need  to 
start  asking  that  question,  and  if  we  have  a  balanced-budget 
amendment  to  the  Constitution  there  will  be  no  avoiding  the  issue. 
We  will  have  to  ask  that  question  on  every  single  item  in  the  budg- 
et. 

Senator  SiMON.  You  are  correct.  We  are  living  on  a  huge  national 
credit  card  and  we  are  saying  to  send  the  bill  to  our  children  and 
our  grandchildren.  The  other  point  you  make  about  interest  rates — 
and  they  compound,  you  know,  and  so  they  move  up  very  rapidly. 
Even  the  dismal  forecasts  we  see  assume  that  foreign  governments 
and  individuals  from  other  countries  will  continue  to  buy  our 
bonds.  Now,  at  some  point  prudent  investors,  when  they  look  at  25 
years  in  a  row  of  spending  more  money  than  you  take  in — at  some 
point,  prudent  investors  are  going  to  say:  "Does  it  really  make 
sense  to  do  that?" 

Mr.  Penny.  Mr.  Chairman,  you  and  I  come  from  farm  country, 
and  it  happened  in  American  agriculture  not  too  many  years  ago 
where  for  a  few  years  farmers  who  accumulated  some  debt  bor- 
rowed on  the  hopes  of  a  better  crop  in  the  coming  year,  and  the 
debt  load  grew  and  grew  and  finally  there  was  a  day  of  reckoning. 
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Just  as  it  happens  with  individuals,  whether  they  be  farmers,  la- 
borers, or  small  business  people,  that  day  of  reckoning  also  comes 
due  to  governments  and  we  can't  put  it  off  much  longer.  I  think 
you  are  absolutely  correct  that  creditors  aren't  going  to  continue  to 
prop  up  an  institution  that  never  seems  willing  to  balance  its  books 
and  pay  on  its  debt. 

Senator  SiMON.  Congressman  Penny,  we  thank  you  very,  very 
much  for  not  only  your  leadership  on  this,  but  your  service  in  the 
House  of  Representatives.  I  regret  that  you  have  made  a  decision 
to  retire.  Someday,  I  am  going  to  be  old  enough  to  retire  like  you 
are. 

Mr.  Penny.  You  have  got  a  long  way  to  go,  Mr.  Chairman. 

Senator  SiMON.  All  right;  thank  you  again. 

Our  panel  now  consists  of  the  distinguished  former  Attorney 
General  of  the  United  States,  a  former  Federal  judge.  Griffin  Bell; 
Mr.  John  Armor,  who  has  argued  a  number  of  cases  before  the  U.S. 
Supreme  Court;  and  Prof.  Stewart  Sterk,  the  Mack  Professor  of 
Law  at  Benjamin  Cardozo  School  of  Law,  who  has  written  about 
State  restraints  in  this  area. 

If  the  two  of  you  have  no  objection,  I  am  going  to  call  on  Judge 
Bell  first — I  have  learned  over  the  years  that  he  is  one  of  the  most 
thoughtful,  reflective  observers  of  the  American  scene.  I  am  very 
honored  and  pleased  to  have  you  here.  Judge  Bell. 

PANEL  CONSISTING  OF  HON.  GRIFFIN  BELL,  FORMER  ATTOR- 
NEY GENERAL,  U.S.  DEPARTMENT  OF  JUSTICE;  JOHN  C. 
ARMOR,  ESQ.,  WASHINGTON,  DC;  AND  STEWART  E.  STERK, 
MACK  PROFESSOR  OF  LAW,  BENJAMIN  CARDOZO  SCHOOL 
OF  LAW,  BROOKLYN,  NY 

STATEMENT  OF  HON.  GRIFFIN  BELL 

Judge  Bell.  Thank  you.  Senator  Simon.  I  appear  in  support  of 
S.J.  Res.  41.  I  think  it  will  be  a  very  good  first  step  toward  restor- 
ing discipline  in  our  national  fiscal  budget.  Some  years  ago,  I  be- 
came so  worried  about  the  debt  being  put  on  my  grandchildren  that 
I  got  in  touch  with  Senator  Hollings  and  asked  him  if  he  couldn't 
arrange  some  way  that  I  could  pay  my  share  for  my  grandchildren 
now.  There  are  probably  thousands  of  people  like  me  in  this  coun- 
try. His  response  was  that  there  was  no  system  under  which  that 
could  be  done,  and  not  to  send  any  money  because  it  would  be 
spent  on  something  else.  That  is  the  attitude  that  prevails,  I  sup- 
pose, but  we  need  to  do  something  to  avoid  continuously  adding  to 
the  debt  on  our  grandchildren. 

There  is  a  systemic  fault  in  our  system,  and  it  was  pointed  out 
by  a  biographer  of  Jefferson  in  1854  by  the  name  of  Henry  Randall. 
He  wrote  a  three-volume  biography  of  Jefferson.  He  got  in  touch 
with  Lord  Macaulay  and  asked  him  to  say  some  kind  words  on  be- 
half of  the  Founding  Fathers  of  our  country  about  what  a  good  sys- 
tem of  government  they  had  devised.  The  response  was  that  it  was 
not  a  good  system  at  all;  it  was  all  sail  and  no  anchor.  When  the 
western  lands  were  gone  and  the  masses  moved  into  the  cities, 
under  our  former  Government,  Congress  would  not  be  able  to  resist 
payments  and  we  would  have  great  fiscal  problems,  and  we  have 
seen  that  become  true. 
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The  anchor  that  is  missing — we  have  plenty  of  sails,  but  the  an- 
chor that  is  missing  is  the  requirement  that  we  have  some  kind  of 
balanced  budget,  with  certain  exceptions  for  times  of  war  and  na- 
tional peril.  This  resolution  has  all  those  things  in  it,  as  I  see  it. 

What  we  have  done  is  spent  a  lot  of  money  on  the  Vietnam  war. 
We  spent  vast  sums  on  the  defense  buildup  contest  with  the  Soviet 
Union,  but  we  never  paid  for  those  things.  The  Vietnam  war  ended, 
the  Soviet  problem  has  subsided,  we  think,  but  we  never  paid  the 
debt,  and  then  we  went  into  the  entitlement  business  along  about 
the  time  of  the  Vietnam  war  and  we  just  have  no  constraints  on 
the  entitlements.  The  cost  of  living  adjustment  in  many  ways  is 
more  than  the  inflation  rate.  It  includes  things  such  as  housing, 
and  most  old  people  are  not  buying  any  houses.  Particularly  when 
you  start  living  on  Social  Security,  you  are  very  unlikely  to  be  buy- 
ing a  house.  There  are  other  things  wrong  with  the  formula. 

Some  people  say  we  ought  to  just  say  we  are  going  to  stay  100 
points  under  the  inflation  rate  in  paying  any  entitlement.  We  may 
not  need  to  do  that.  It  may  not  be  necessary  to  do  more  than 
maybe  50  points  if  we  would  rewrite  the  COLA  formula.  That 
needs  to  be  done. 

The  people  who  are  worried  about  requiring  a  balanced  budget 
apparently  have  not  really  thought  about  how  simple  it  would  be. 
Besides  the  COLA  adjustment,  we  could  reduce  the  size  of  the  Fed- 
eral payroll  by  attrition.  Not  one  soul  would  lose  their  job,  and  I 
have  seen  studies  back  when  I  was  up  here  in  Washington  that  we 
could  do  it  5  percent  a  year  for  5  years.  We  could  reduce  the  Fed- 
eral payroll  overall  by  attrition.  Not  a  soul  would  lose  their  job. 

This  is,  I  think,  made  pretty  clear  by  the  fact  that  when  I  left 
the  Department  of  Justice  14  years  ago,  there  were  roughly  55,000 
people  on  the  payroll.  I  saw  in  the  paper  a  few  days  ago  that  it 
was  up  to  95,000.  Now,  I  know  a  lot  about  the  Justice  Department 
and  I  don't  know  where  those  40,000  would  be,  but  that  would  give 
you  an  idea.  If  they  would  cut  back,  just  using  that  one  Depart- 
ment, 3  to  5  percent  a  year  by  attrition  for  just  4  or  5  years,  I  think 
we  would  be  in  pretty  good  shape.  It  is  certainly  possible  to  do  that 
in  some  other  parts  of  the  Government  where  people  are  not  as 
maybe  vital  to  the  needs  of  the  country  as  it  would  be  in  the  De- 
partment of  Justice. 

I  think  we  have  to  think  about  the  failure  to  adopt  a  balanced 
budget.  What  does  that  mean?  What  is  the  impact  of  that?  We  con- 
tinue to  pay  interest,  a  lot  of  it,  as  you  have  just  observed,  to  peo- 
ple in  other  countries,  for  which  we  receive  nothing.  It  is  money 
that  we  could  be  putting  to  good  use,  but  we  have  got  to  continue 
to  pay  it. 

I  never  heard  it  suggested  that  we  pay  the  national  debt.  Of 
course,  if  we  could  start  having  a  balanced  budget,  we  might  then 
begin  to  think  about  how  to  dispose  of  the  national  debt.  But  right 
now,  we  haven't  ever  reached  that  stage;  nobody  even  talks  about 
it.  Think  about  how  much  we  would  reduce  the  national  debt  if  we 
could  apply  just  interest  payments  to  principal.  What  a  wonderful 
thing  that  would  be.  I  don't  know  if  that  day  will  come,  but  we 
have  to  take  the  first  step. 

We  ought  to  consider  what  needs  the  Nation  has  which  could  be 
paid  with  this  same  interest.  We  could  supply  these  needs  with  the 
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vast  sums  we  are  now  paying  for  interest.  But  most  of  all  we  need 
to  remember  that  we  may  have  inflation.  We  are  living  now  where 
we  have  a  window  of  opportunity.  We  have  a  very  low  interest  rate. 
When  I  was  in  Washington,  we  had  a  very  high  interest  rate.  If  it 
goes  back  up,  if  it  edges  back  up  and  it  even  gets  to  8  or  10  per- 
cent, we  would  be  in  serious  economic  trouble.  We  know  that  that 
has  happened  over  time.  There  is  no  way  to  prevent  it  in  an  enter- 
prise system.  We  can  try  to  prevent  it.  We  hope  we  can  prevent  it, 
but  you  can't  be  sure. 

I  think  we  ought  to  take  advantage  of  the  window  of  opportunity 
by  sending  this  constitutional  amendment  to  the  States  for  action. 
The  States  will  know  what  they  are  doing.  They  know  that  we  have 
got  to  make  adjustments;  they  will  know  it.  I  think  the  States  are 
ready  to  do  it.  I  think  the  problem  is  here  in  the  Congress  and  in 
the  White  House.  When  the  President  gets  in — I  notice  they  are 
pretty  strong  for  the  balanced-budget  amendment  until  they  get 
the  responsibility  of  being  President.  Then  they  start  worrying 
about  how  they  are  going  to  do  it. 

I  think  if  we  would  do  it,  if  we  would  have  a  constitutional 
amendment  to  balance  the  budget,  we  would  find  it  wouldn't  be  too 
difficult  to  balance  the  budget.  The  result  would  be  that  we  would 
have  the  most  stable  country  in  the  world  and  we  would  have  the 
world's  most  sound  economy,  in  my  judgment. 

Thank  you. 

Senator  Simon.  I  thank  you.  If  we  can  put  up  that  graph  that 
says  "Real  Percentage  Increases"  there  just  to  illustrate  your  point. 

Real  Percentage  Increases  ^^°/^ 
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In  inflation-adjusted  terms  this  is  what  has  happened  in  the  last 
12  years.  You  can  see  education,  for  example,  that  second  bar  in 
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blue — while  we  have  gone  up  in  nominal  dollars,  it  is  actually 
minus  8  percent.  The  great  growth  is  in  interest,  and  if  we  should 
end  up  with  an  8  or  10  or  higher  percentage  interest  payment, 
which  can  happen  particularly  if  the  international  investors  lose 
confidence,  that  thing  is  going  to  shoot  off  the  top  of  the  ceiling  in 
this  room. 

Judge  Bell.  That  is  exactly  right. 

Senator  SiMON.  I  thank  you.  Judge  Bell. 

Mr.  Armor? 

STATEMENT  OF  JOHN  C.  ARMOR 

Mr.  Armor.  Thank  you,  Mr.  Chairman.  First  of  all,  I  share  a  per- 
sonal concern  of  yours.  I  too  will  become  a  grandfather  this  year, 
and  one  thinks  about  that  and  that  is  exactly  the  issue. 

Senator  Simon.  We  have  both  done  a  little  bragging  here  today. 

Mr.  Armor.  Second,  a  slight  correction.  I  have  been  in  13  Su- 
preme Court  cases,  but  I  have  won  and  lost  them  on  the  papers. 

1  have  never  had  the  privilege  of  arguing. 

I  have  a  written  statement  which  I  would  like  to  be  included  in 
the  record,  and  I  will  shorten  it  here. 

Senator  Simon.  It  will  be  included  in  the  record. 

Mr.  Armor.  It  is,  of  course,  a  great  privilege  to  be  before  this 
subcommittee  on  this  issue  at  this  time,  and  one  of  the  reasons  I 
feel  strongly  about  it  is  that  for  17  Viz  years  I  have  been  testifying 
to  State  legislative  committees  on  the  constitutional  aspects  of  the 
balanced-budget  amendment,  and  occasionally  it  is  the  U.S.  Senate 
and  House,  but  it  has  been  mostly  State. 

There  are  two  subjects  in  which  I  would  simply  be  copying  what 
others  have  said,  so  I  will  be  very,  very  brief.  Of  the  50  States,  49 
have  balanced-budget  requirements,  47  in  their  constitutions  and 

2  of  them  in  State  statutes,  which  they  do  abide  by,  contrary  to 
Congress'  experience  with  the  law  that  Senator  Thurmond  referred 
to  from  1974. 

One  State,  Vermont,  has  no  such  provision,  but  I  think  the  ex- 
ception proves  the  rule  because  Vermont  is  not  known  as  a  hot  bed 
of  wild  spending  driven  by  representatives  of  the  tour  bus  and 
maple  syrup  industries.  That  is  a  problem  here,  and  the  logic  be- 
hind all  of  those  provisions,  I  think,  was  correctly  stated  by  Madi- 
son, Hamilton,  and  Jay  in  The  Federalist  where  they  said  that  the 
House  of  Representatives,  which  was  then  the  only  democratic 
body,  would,  "balance  the  willingness  to  spend  against  the  reluc- 
tance to  tax." 

That  is  basic  human  nature.  Of  course,  spending  is  popular.  Of 
course,  taxes  are  unpopular.  If  they  are  connected  together,  then 
government  becomes  self-controlled.  I  repeat  that  phrase,  "balance 
the  willingness  to  spend  against  the  reluctance  to  tax." 

Senator  Simon.  Ajid  that  quote  is  from  Thomas  Jefferson? 

Mr.  Armor.  No;  this  is  from  the  Federalist  Papers  by  Madison, 
Hamilton,  and  Jay. 

Senator  SiMON.  OK. 

Mr.  Armor.  Therefore,  the  State  legislatures  every  year,  or  every 
2  years  in  Kentucky,  go  through  the  discipline  of  priorities.  First 
of  all,  what  do  they  want  to  spend  on  and,  second  of  all,  what  taxes 
can  be  accepted  to  spend  on  those  programs?  This  again  goes  to 
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common  sense  and  human  nature.  The  great  French  minister, 
Tallyrand,  is  credited  with  saying  that  the  art  of  taxation  is  like 
plucking  a  goose;  the  object  is  to  get  the  most  feathers  with  the 
least  amount  of  hissing. 

Past  a  certain  point,  the  taxes  will  not  be  tolerated,  and  there- 
fore past  a  certain  point  the  State  legislators  that  I  have  worked 
with  all  these  years  will  simply  say,  we  believe  this  program  is  val- 
uable, but  we  cannot  afford  to  pay  for  it  and  therefore  we  cannot 
have  the  program.  That  is  precisely  what  they  do  and  that  is  pre- 
cisely, Mr.  Chairman,  what  this  committee  is  talking  about  with 
the  balanced-budget  amendment. 

The  second  point  which  I  will  address  very  briefly  is  the  question 
of  whether  the  balanced-budget  amendment  would  work.  My  area 
of  expertise  is  the  first  amendment,  primarily  freedom  of  political 
activity.  I  have  represented  John  Anderson,  Gene  McCarthy,  and 
such,  and  I  guarantee  you  from  my  experience,  and  I  have  seen  it 
in  other  areas,  the  first  amendment  is  always  under  assault.  The 
fact  that  it  is  under  assault  doesn't  mean  that  it  is  worthless.  As 
a  matter  of  fact,  the  opposite  is  true.  Is  our  Nation  the  better  for 
having  that?  The  same  question  with  the  BBA:  Will  the  Nation  be 
the  better  for  having  that? 

Another  point  which  I  will  address  very  briefly  is  that  the  argu- 
ment is  made,  well,  you  shouldn't  have  economic  provisions  in  the 
Constitution.  Article  VI  guarantees  the  debts  of  the  confederation 
by  the  United  States  of  America.  That  is  economic.  The  provisions 
of  the  powers  for  Congress  allow  it  to  print  money,  regulate  the 
value  of  it,  and  forbids  the  States  from  doing  that.  The  commerce 
clause  forbade  the  States  from  taxing  each  other's  imports  and 
made  us  the  first  common  market  and  the  most  successful  common 
market  in  the  history  of  the  human  race.  Those  are  all  economic 
clauses. 

My  personal  favorite,  the  patents  and  trademarks  clause  which 
Dr.  Franklin  put  in,  did  not  come  from  any  prior  experience,  except 
that  he  saw  that  writers  of  books  and  inventors  of  machines  and 
such  were  being  denied  the  profits  because  other  people  would  copy 
and  steal,  and  it  cut  down  the  inventiveness  in  Europe.  He  put 
that  clause  in  the  Constitution,  and  I  suggest  that  one  economic 
clause  is  the  beating  heart  of  the  American  success  story  over  two 
centuries.  Now,  we  have  internationalized  it  by  putting  the  same 
guarantees  into,  first,  NAFTA  and  coming  around  to  GATT — intel- 
lectual property.  That  is  a  commercial  clause. 

The  main  thing  that  I  wanted  to  address  today  is  something  that 
has  not  been  addressed  almost  at  all  to  date,  and  now  that  the 
BBA  is  close  to  passage  I  think  we  should  look  at  it;  that  is,  judi- 
cial review.  When  the  Constitution  and  the  statutes  are  silent 
about  judicial  review,  the  Supreme  Court  decides  for  itself  whether 
there  is  judicial  review  and,  if  so,  what  remedies  it  can  apply.  Not 
only  can  the  Court  set  its  own  standards;  it  is  also  free  to  reverse 
them. 

If  you  witness  Baker  v.  Carr  in  1962,  the  Court  up  to  that  point 
had  refused  to  take  up  as  "political  questions,"  mal-apportioned 
State  legislatures.  In  Baker,  the  Court  reversed  itself  and  said,  yes, 
we  will  take  it  up,  and  entered  into  a  30-year-and-counting  history 
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of  ordering  the  reapportionment  of  legislatures  at  the  city,  county 
and  State  level. 

If  you  are  silent  on  the  subject  of  judicial  review,  you  will  get  ei- 
ther or  both  of  those  results  on  the  balanced-budget  amendment. 
The  Court  will  decide  for  itself  whether  it  has  power  and,  having 
done  that,  will  decide  how  to  use  that  power. 

I  start  with  five  assumptions  about  the  results  that  this  commit- 
tee and  the  whole  Senate  and  the  whole  Congress  may  have  in 
mind  about  judicial  review  of  the  BBA.  Those  assumptions  are, 
one,  there  should  be  judicial  review  under  the  balanced-budget 
amendment.  Second,  it  should  be  brought  about  by  a  single  set  of 
responsible  parties.  Third,  enforcement  should  be  extremely  swift. 
Fourth,  courts  should  not  be  involved  in  choosing  between  different 
government  programs  and  enforcing  the  amendment.  All  such  pol- 
icy judgments  should  be  left  to  Congress.  Fifth,  courts  should  be 
prohibited  from  enforcing  the  BBA  by  judicial  imposition  of  new 
taxes. 

Under  both  article  III,  section  1,  of  the  Constitution  and  the  ena- 
bling clause  which  you  have  added,  Mr.  Chairman,  to  the  BBA  on 
this  occasion.  Congress  has  the  power  by  legislation  to  remove,  cre- 
ate, or  shape  the  Supreme  Court's  jurisdiction  on  this  subject,  and 
this  process  dates  all  the  way  back  to  the  Judiciary  Act,  the  first 
one,  of  1789. 

So,  if  Congress  passes  a  statute  that  states  what  the  judicial  re- 
view of  BBA  will  be  and  what  remedies  can  be  applied  and  makes 
those  exclusive,  then  you  rule  out  any  other  situations  that  deeply 
concern  Members  of  Congress  and,  I  assure  you,  deeply  concern 
members  of  the  State  legislatures. 

To  do  this — and  these  are  just  suggestions;  I  do  not  put  in  lan- 
guage because  your  committee  and  your  staff  will  be  far  more  ex- 
pert in  that  than  I.  But  if  you  said  that  there  would  be  only  one 
case  brought  by  responsible  parties,  you  could  do  it  by  saying,  for 
instance,  any  6  Senators  or  any  25  Representatives  or  any  3  Gov- 
ernors could  bring  a  case  if  they  thought  a  budget  was  out  of  bal- 
ance. The  others  would  all  be  notified  and  could  join  the  case  on 
either  side,  but  there  would  be  just  one  case.  That  is  the  first  point 
because  you  don't  want  thousands  of  citizens  represented  by  thou- 
sands of  tinhorn  lawyers  rushing  into  courts  across  the  Nation  to 
bring  disparate  cases  on  the  BBA.  You  have  a  right  to  do  this  and 
if  you  do,  I  think  it  makes  sense.  You  would  set  the  minimum  the 
same  way  the  House  and  Senate  rules  do  that  you  protect  the 
rights  of  minorities — a  significant  minority,  but  nonetheless  a  mi- 
nority. 

Second,  you  can  place  the  case  in  the  Supreme  Court.  It  does  not 
have  to  wind  itself  through  the  lower  trial  courts.  You  could  pro- 
vide that  the  Court  should  hear  the  case  within  30  days  and  issue 
its  decision  not  more  than  15  days  thereafter.  It  can  act  that  swift- 
ly. In  Youngstown  Sheet  and  Tube  v.  Sawyer,  during  the  Korean 
war,  the  Court  acted  that  swiftly  to  knock  down  President  Tru- 
man's Executive  order  seizing  the  steel  mills  because  there  had 
been  a  strike,  or  a  threatened  strike  by  the  steel  workers.  The 
Court  acted  that  quickly;  they  can  do  it.  They  have  had  200  of 
these  original  jurisdiction  cases  in  their  history  and  they  usually 
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appoint  special  masters  to  fact-fmd,  with  a  right  of  appeal  to  the 
Court  itself. 

In  order  to  prevent  judicially-ordered  taxes,  and  that  is  a  serious 
concern,  or  the  Court  selection  between  competing  programs  and 
public  policies,  you  could  restrict  the  remedies  as  follows.  One,  the 
Court  could  only  determine  whether  the  budget  was  or  was  not  in 
balance  and,  two,  the  exact  dollar  amount  of  the  projected  year's 
income,  assuming  that  there  is  no  declaration  of  war  and  assuming 
that  Congress  does  not  use  the  out  clause,  the  60  percent,  that  is 
in  the  amendment  itself.  Finally,  the  Court  could  only  order  as  a 
remedy  an  across-the-board  cut  in  all  programs,  without  exception, 
in  the  percentage  required. 

In  other  words,  if  the  Court  found  that  the  budget  was  out  of  bal- 
ance by  3.4  percent,  its  only  remedy  would  be  to  order  a  3.4-percent 
cut  in  all  programs.  I  emphasize  you  don't  want  the  courts  deciding 
whether  to  close  an  airbase  or  cut  Aunt  Tillie's  Social  Security 
check.  That  is  the  kind  of  gut  level  policy  judgment  that  should 
and  ought  to  be  made  by  the  elected  representatives. 

Then  you  give  Congress  a  period  of  time,  say,  20  days  after  that, 
if  it  doesn't  like  what  the  Court  has  done,  to  change  it.  If  Congress 
stays  within  the  cap  that  the  Court  has  set  and  it  adjusts  those 
priorities,  then  what  Congress  says  governs.  But  if  it  fails  to  act, 
then  the  Court's  cuts  across  the  board  would  apply  for  the  fiscal 
year. 

You  have  to  give  Congress  a  bite  at  the  apple  so  those  essential 
policy  judgments  remain  in  your  hands,  but  unless  you  want  to  tie 
the  budget  up  in  eternal  litigation,  I  think  one  bite  at  the  apple 
should  be  sufficient.  By  the  way.  Congress  acted  within  a  matter 
of  a  week  after  the  Supreme  Court  struck  down  Truman's  Execu- 
tive order  seizing  the  steel  mills.  Congress,  too,  can  act  swiftly 
when  it  is  critical,  and  steel  in  the  middle  of  the  Korean  war  was 
critical. 

Last,  a  small  point.  What  if  Congress  fails  to  pass  a  budget  by 
the  first  day  of  the  fiscal  year?  That  has,  Mr.  Chairman,  happened 
on  occasion.  Then  I  suggest  the  Court  should  have  the  power  to  ex- 
amine the  taxes  then  in  effect,  determine  the  dollar  amount  those 
taxes  would  raise,  look  at  all  programs  continuing  at  their  current 
level  of  funding,  which  is  what  Congress  does  itself  in  continuing 
resolutions,  and  then  reach  the  same  judgment  about  is  it  out  of 
balance  and  is  a  remedy  required,  and  again  giving  Congress  20 
days  to  readjust  the  policies. 

Now,  one  last  point,  and  I  know  this  from  spending  so  much  time 
with  the  State  legislators.  If  you  intend  to  establish  by  statute  judi- 
cial review  of  BBA,  both  the  fact  that  it  is  there  and  what  remedies 
can  be  used,  I  strongly  urge  you  to  pass  that  statute  at  the  same 
time  you  pass  the  BBA  or  very  soon  thereafter  because  some  of  the 
more  far-sighted  State  legislators  are  asking  the  same  questions 
that  are  being  asked  here  in  Congress  and  they,  too,  are  concerned 
with  either  judicially  imposed  taxes  or  judicially  made  choices  be- 
tween public  policies.  They  fear  both  of  those  the  same  as  you  do. 

So  if  you  put  that  statute  in  effect  now,  with  a  clause  saying  it 
will  actually  apply  once  the  BBA  is  ratified,  I  assure  you  the  State 
legislators  will  place  the  BBA  next  to  that  statute,  will  be  fully  sat- 
isfied, and  by  1995  or  1996  this  will  be  a  ratified  amendment.  It 
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will  be  one  of  the  swiftest  in  the  history  of  the  amendment  process. 
But  if  you  leave  that  blank,  if  you  don't  pass  a  statute  that  says 
what  you  intend  on  judicial  review,  then  I  assure  you  there  will  be 
State  legislators  who  are  deeply  concerned  about  those  two  critical 
areas  and  who  will  have  doubts  about  ratifying  the  amendment  be- 
cause of  that. 

I  will  skip  my  conclusions  because  they  simply  repeat  what  I  had 
said  in  the  main  statement,  but  I  would  like  to  follow  up  on  some- 
thing that  Representative  Penny  said,  and  that  has  to  do  with  the 
scare  tactics  being  used  by  the  administration  and  the  economic  at- 
tack. Through  the  miracle  of  C-SPAN,  I  saw  both  you,  Mr.  Chair- 
man, and  the  hearings  yesterday  in  Senate  Appropriations  before 
coming  here. 

The  key  to  it  is  this.  The  200  pages  of  information  that  the  ad- 
ministration has  put  out  rests  on  two  assumptions,  both  critical, 
one  stated.  The  one  stated  is  that  the  BBA  would  be  ratified  by 
about  1995  or  1996.  I  think  that  is  correct.  But  the  unstated  as- 
sumption is  that  once  that  happens.  Congress  would  lose  its  will 
to  act  and  would  come  out  with  a  budget  that  cut  the  deficit  to  zero 
in  a  single  year. 

To  try  to  explain  my  concern,  I  use  this  analogy.  If  you  are  in 
a  burning  building  on  the  10th  floor,  the  quick  way  out  is  out  the 
window,  but  you  are  not  going  to  survive  that.  The  better  way  out 
is  down  the  stairs  a  floor  at  a  time.  You  will  get  there  longer,  but 
you  will  be  safe,  and  that,  I  think,  is  a  correct  analogy. 

That  assumption  that  Congress  would  slam  the  door  totally  and 
immediately  is  a  false  assumption.  It  assumes  that  Congress 
doesn't  care  about  the  national  welfare  or  that  Congress  is  simply 
stupid,  and  I  make  no  such  assumption  and  neither  do  any  of  the 
various  organizations  and  individuals  I  have  worked  with  over  the 
years.  Congress  will  act  responsibly — we  are  satisfied  of  that — if 
the  BBA  is  passed  by  using  the  60-percent  provision,  which  is  the 
exact  reason  it  is  there. 

So,  for  all  those  reasons,  we  need  it  now,  and  if  it  doesn't  happen 
now  it  will  be  a  few  years  down  the  road  and  there  will  be  an  $8 
trillion  deficit  and  the  situation  will  be  even  more  urgent,  and  the 
same  remarks  that  you,  Mr.  Chairman,  began  this  hearing  with 
will  apply  again,  except  they  should  be  underscored  and  perhaps 
written  in  capital  letters.  It  cannot  be  escaped.  It  needs  to  be  faced, 
and  that,  Mr.  Chairman,  we  know  that  you  see  and  we  share  your 
concern. 

[The  prepared  statement  of  Mr.  Armor  follows:] 

Prepared  Statement  of  John  C.  Armor 

It  is  always  a  privilege  to  testify  before  a  Committee  of  Congress,  but  especially 
so  today  on  this  subject  before  this  Subcommittee.  The  reason  is  that  after  almost 
two  decades  of  effort,  the  Balanced  Budget  Amendment  to  the  Constitution  now 
seems  on  the  cusp  of  success  before  the  Senate,  and  the  BBA  is  the  focus  of  this 
hearing.  I  am  not  here  today  on  behalf  of  a  client,  but  on  my  own. 

I  am  John  Armor,  a  constitutional  lawyer  who  practices  before  the  Supreme 
Court,  a  former  Professor  of  Political  Science,  and  author  of  several  books  and  many 
articles,  usually  on  political  science  or  constitutional  law.  Most  germane  to  today's 
hearing,  I  have  testified  for  17V2  years  now  before  committees  of  state  legislatures, 
and  occasionally  before  Congressional  Committees,  on  legal  aspects  of  the  BBA. 

I  will  address  three  subjects,  two  of  them  briefly  because  others  will  cover  them 
in  far  more  detail,  and  one  at  some  length,  because  others  are  unlikely  to  address 
it  and  it  is  most  important  now  as  the  Amendment  seems  close  to  passage.  The  sub- 
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jects  are:  the  need  for  the  BBA,  the  appropriateness  of  constitutional  provisions 
which  are  economic  in  nature,  and  the  problems  and  solutions  on  the  questions  of 
judicial  review  under  the  BBA. 

THE  NEED  FOR  THE  BALANCED  BUDGET  AMENDMENT 

All  but  one  of  the  50  states  have  some  form  of  balanced  budget  provisions  in  their 
laws.  Forty-seven  have  provisions  in  their  constitutions;  two  have  statutory  provi- 
sions (ones  that  they  abide  by,  contrary  to  some  statutory  solutions  which  Cfongress 
has  tried,  beginning  in  1974);  and  one  state,  Vermont,  has  no  such  provision.  The 
exception  proves  the  rule;  Vermont  is  not  known  as  a  hotbed  of  wild  spending,  pro- 
moted by  representatives  of  the  tour  bus  and  maple  syrup  industries. 

In  all  the  other  states,  the  operation  of  their  various  balanced  budget  provisions 
demonstrate  anew  the  importance  of  institutional  restraints  to  guide  legislative  be- 
havior. Madison,  Hamilton  and  Jay  put  the  issue  most  succinctly  in  The  Federalist 
over  200  years  ago  in  arguing  for  adoption  of  the  Constitution.  At  that  time,  only 
the  House  of  Representatives  was  popularly  elected.  Writing  about  the  House,  they 
said  it  would,  "balance  the  willingness  to  spend  against  the  reluctance  to  tax." 

There  is  a  great  deal  of  political  and  constitutional  wisdom  in  that  short  phrase, 
that  Congress  (no  longer  just  the  House)  should  "balance  the  willingness  to  spend 
against  the  reluctance  to  tax."  That  is  exactly  what  the  balanced  budget  amend- 
ments in  the  states  accomplish  for  them.  Legislators  are  free  to  vote  for  whatever 
programs  they  believe  are  in  the  interest  of  their  constituents.  But,  at  the  same 
time,  they  are  obligated  to  impose  the  taxes  to  pay  for  those  programs. 

Therefore,  state  legislators  every  year,  or  every  two  years  in  Kentucky,  create  two 
sets  of  priorities.  First  are  priorities  among  spending  programs — those  at  the  bottom 
of  the  list  will  not  be  approved,  even  though  in  the  abstract  they  might  seem  to  be 
good  ideas.  Second  are  priorities  among  taxation  plans.  The  ones  which  are  the  least 
desirable  and  most  likely  to  provoke  strong  opposition  will  not  be  approved,  even 
though  in  the  abstract  they  could  raise  substantial  funds  for  worthwhile  programs. 

In  short,  legislators  become  mindful  of  what  the  great  French  Minister,  Tallyrand, 
is  credited  with  saying,  "The  art  of  taxation  is  like  plucking  a  goose,  the  object  is 
to  get  the  most  feathers  with  the  least  amount  of  hissing." 

This  balancing  act  between  what  legislators  might  want  to  spend,  and  what  taxes 
they  are  willing  to  impose,  all  things  considered,  is  continuous  in  the  states.  The 
same  balancing  act  used  to  be  carried  out  annually  by  Congress.  For  150  years  we 
operated  under  an  unwritten  constitutional  standard.  Spending  would  not  exceed 
taxes  except  during  time  of  war  or  during  national  emergencies  amounting  to  what 
we  now  call  "recessions"  or  "depressions."  Once  the  emergency  was  over,  taxes 
would  be  used  to  pay  down  the  public  debt  to  zero,  or  close  to  it. 

We  abandoned  this  standard  fifty  years  ago.  The  "willingness  to  spend"  was  dis- 
connected from  the  "reluctance  to  tax"  in  a  process  that  has  accelerated  in  recent 
years  of  massive  deficit  spending  every  year,  not  just  during  wars  or  emergencies. 
There  is  no  reason  to  blame  anv  particular  President  or  Congress.  With  $4  trillion 
in  known  debt,  and  more  than  that  amount  in  unfunded,  future  commitments,  there 
is  ample  blame  for  all  parties  concerned.  Ending  that  process  and  restoring  the  con- 
nection between  taxing  and  spending  is  the  central  purpose  of  the  BBA. 

A  major  argument  advanced  against  the  BBA  is  that  there  will  be  attempts  to 
avoid  or  evade  its  provisions,  no  matter  how  carefully  they  are  drafted.  That  is  abso- 
lutely true.  History  has  shown  dozens  of  examples  at  the  state  level  where  creative 
bookkeeping  has  been  used  to  bail  out  state  governments  which  are  strapped  for 
funds  but  find  necessary  choices  among  spending  on  one  side  and  taxation  on  the 
other,  politically  impossible.  Sometimes,  judicial  enforcement  applied  at  the  state 
level. 

I  urge  you  not  to  confuse  the  question  of  whether  the  BBA  will  work  perfectly, 
with  the  question  of  whether  it  will  work  substantially.  Consider  the  magnificent 
guarantees  in  the  First  Amendment — freedom  of  religion,  of  speech,  of  the  press, 
and  of  political  activity.  Every  one  of  those  has  been  repeatedly  assaulted  by  various 
laws  and  ordinances  at  the  federal,  state  and  local  level,  right  from  the  beginnings 
of  the  Republic.  There  were  many  individual  failures.  We  once  had  laws  under 
which  newspaper  editors  were  jailed  for  printing  their  opinions,  until  Jefferson  be- 
came President.  We  once  had  established  churches  supported  directly  by  state 
funds,  until  well  into  the  19th  century. 

I  could  run  a  long  list  of  occasional  failures  of  the  First  Amendment  in  all  four 
of  its  areas  of  protection.  The  proper  question  about  the  First  Amendment  is  not 
whether  many  interests,  many  times,  on  many  issues,  sought  to  violate  it.  It  is 
whether  the  nation  is  much  the  better  because  it  has  the  First  Amendment.  By 
analogy,  this  is  also  the  proper  question  to  ask  about  the  BBA.  Will  it  provide  bene- 
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fits  to  the  nation  for  the  foreseeable  future?  If  you  answer  that  question  yes,  then 
you  should  support  it. 

One  last  point.  We  have  the  example  of  another  unwritten  constitutional  provision 
that  -we  lived  by  for  150  years.  Once  it  was  broken,  however,  we  wrote  it  into  the 
Constitution.  George  Washington  was  responsible  for  the  fact  that  no  limits  on  Pres- 
idential terms  were  placed  in  the  Constitution.  But,  he  was  also  the  creator  of  the 
tradition  that  Presidents  voluntarily  leave  office  after  serving  two  terms.  Once  that 
tradition  was  abrogated  by  FDR,  we  placed  it  in  the  Constitution  as  the  22nd 
Amendment. 

The  same  can  apply  to  the  Balanced  Budget  Amendment.  Now  that  the  tradition 
has  been  abrogated,  it  can  be  written  into  the  language  of  the  Constitution. 

APPROPRIATENESS  OF  ECONOMIC  PROVISIONS  IN  THE  CONSTITUTION 

The  claim  has  often  been  made  that  the  Constitution  is  intended  for  broad  and 
lofty  purposes,  that  provisions  for  economic  programs  have  no  place  in  that  docu- 
ment. This  slogan  sounds  like  it  might  have  merit;  it  has  superficial  appeal.  How- 
ever, as  soon  as  one  delves  into  the  Constitution,  it  is  clear  the  Framers  included 
"economic"  provisions,  whenever  and  wherever  they  considered  them  appropriate  as 
a  matter  of  public  policy. 

Article  I,  Section  2,  chose  to  forbid  taxes  other  than  per  capita.  We  chose  to  re- 
verse that  decision  by  the  16th  Amendment  which  permitted  income  taxes.  Article 
I,  Section  8,  contains  many  "economic"  clauses:  the  Commerce  Clause,  gives  Con- 
gress the  power  to  regulate  interstate  commerce  and  bars  the  states  from  taxing  or 
regulating  it.  ^This  clause  created  the  first  "common  market"  among  sovereign  enti- 
ties in  the  history  of  the  world.  It  was  magnificently  successful.)  Clauses  1  and  4, 
provide  the  right  to  borrow  money  and  the  regulation  of  the  value  of  money,  with 
a  prohibition  against  the  states  minting  their  own  money.  (Many  states  were  print- 
ing their  own  money,  prior  to  the  adoption  of  the  Constitution.  Some  just  ran  the 
presses  and  devalued  tneir  currency  exactly  as  Congress  did  with  paper  money  dur- 
ing the  American  Revolution,  giving  rise  to  the  phrase,  "not  worth  a  Continental.") 

Article  VI,  clause  1,  is  also  economic,  providing  that  all  debts  contracted  under 
the  Confederation  would  remain  "valid  against  the  United  States."  Preserving  the 
nation's  reputation  as  well  as  its  financial  stability  were  reasons  for  this  clause, 
which  was  hotly  debated  at  the  Philadelphia  Convention  of  1787. 

My  favorite  clause  to  demonstrate  the  point  is  the  one  invented  by  Dr.  Benjamin 
Franklin  as  a  result  of  his  experiences  in  Europe,  given  to  James  Madison,  and  in- 
serted in  the  Constitution  with  almost  no  discussion.  Franklin  had  observed  that 
inventions  and  books  were  freely  copied  in  Europe,  thereby  denying  those  who  had 
created  them  both  the  benefits  of  their  labors  and  the  incentives  to  create  more.  To 
solve  that  problem,  Franklin  invented  clause  7,  to  secure  "for  limited  Times  to  Au- 
thors and  Inventors  exclusive  Right  to  their  respective  Writings  and  Discoveries." 

There  is  no  question  that  this  is  an  "economic'  provision.  Given  the  two  century 
experience  of  the  United  States  leading  the  world  in  discoveries,  inventions  and  in- 
tellectual property,  there  is  little  doubt  this  clause  in  the  Constitution  lies  at  the 
heart  of  the  American  economic  success  story. 

So,  I  suggest  that  whenever  anyone  claims  that  economic  provisions  do  not  belong 
in  the  Constitution,  the  reply  should  be  to  cite  these  and  other  provisions  and  reject 
that  claim  out  of  hand.  The  question  is  not  whether  economic  provisions  belong  in 
the  Constitution;  it  is  whether  the  Balanced  Budget  Amendment  is  a  wise  policy  at 
this  time  in  our  history,  to  be  written  into  the  Constitution. 

JUDICIAL  REVIEW  OF  THE  BALANCED  BUDGET  AMENDMENT 

The  subject  of  judicial  review  of  the  BBA  has  hardly  been  addressed  in  the  con- 
tinuing public  debate  over  the  BBA.  When  there  was  little  chance  that  the  Amend- 
ment would  be  adopted  any  time  soon,  there  was  little  reason  to  discuss  this  par- 
ticular consequence.  The  situation  having  changed,  it  is  now  time  to  address  this 
in  detail. 

Where  the  Constitution  and  applicable  statutes  are  silent  about  judicial  review, 
it  is  left  to  the  Supreme  Court  to  decide  whether  judicial  review  exists,  and  if  so, 
what  remedies  may  the  courts  apply  for  any  violations.  Not  only  can  the  Court  set 
its  own  standards,  it  is  also  free  to  reverse  them.  Witness  Baker  v.  Carr,  369  US 
186  ( 1962).  Until  that  case,  the  courts  had  refused  to  take  up  the  "political  ques- 
tions" of  mal-apportioned  state  legislatures.  In  Baker,  it  reversed  itself;  the  con- 
sequence was  30  years  and  counting  of  court  orders  that  legislatures,  city  and  coun- 
ty councils  reapportion  themselves. 

You  could  bet  either,  or  both,  of  these  results,  if  you  remain  silent  on  the  subject 
of  judicial  review  of  the  BBA. 
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This  discussion  is  based  on  five  assumptions  about  the  results  that  this  Commit- 
tee, the  whole  Senate,  and  the  whole  Congress  may  have  in  mind  about  judicial  re- 
view of  the  BBA.  If  any  of  my  assumptions  are  incorrect,  I  trust  I  will  promptly 
stand  corrected.  The  assumptions  are: 

1)  There  should  be  judicial  review  of  the  Balanced  Budget  Amendment. 

2)  It  should  be  brought  about  by  a  single  set  of  responsible  parties. 

3)  Enforcement  should  be  extremely  swift. 

4)  Courts  should  not  be  involved  in  choosing  between  different  government  pro- 
grams inenforcing  the  Amendment.  All  such  policy  judgments  should  be  left 
to  Congress. 

5)  Courts  should  be  prohibited  from  enforcing  the  BBA  by  judicial  imposition  of 
new  taxes. 

Under  both  Article  III,  Section  1,  and  under  the  enabling  clause  that  has  been 
added  to  the  BBA,  Congress  has  the  power  by  legislation  to  remove,  create,  or  shape 
the  Supreme  Court's  jurisdiction  for  review  of  the  BBA.  This  is  a  process  well 
known  to  this  Subcommittee;  its  heritage  traces  back  to  the  Judiciarv  Act  of  1789. 
Only  the  original  jurisdiction  of  the  Court  as  declared  in  Article  III,  clause  2  is  out- 
side this  statutory  authority  of  Congress. 

So,  you  can  pass  a  statute  which  states  what  the  judicial  review  of  the  BBA  shall 
be,  and  what  remedies  can  be  applied.  By  making  those  exclusive,  you  can  rule  out 
any  other  forms  of  judicial  review  or  remedies.  The  process  of  judicial  review  of  the 
BBA  and  remedies  applied  will  then  be  exactly  what  you  say  it  should  be — no  more, 
no  less. 

To  assure  only  one  case,  brought  by  responsible  parties,  you  could  provide  that 
any  six  Senators,  or  any  25  Representatives,  or  any  three  Governors,  could  bring 
an  action  in  the  Supreme  Court  if  they  felt  that  the  BBA  had  been  violated,  or  was 
about  to  be  violated  if  no  budget  was  passed  by  the  first  day  of  the  new  fiscal  year. 
On  the  filing  of  the  case,  all  other  Senators,  Representatives  and  Governors  would 
be  informed  and  would  be  welcome  to  join  the  case  on  either  side  as  they  deemed 
fit. 

You  do  not  want  thousands  of  citizens  represented  by  thousands  of  tin  horn  law- 
yers, rushing  into  courts  across  the  nation  to  bring  their  disparate  cases  to  enforce 
the  BBA.  By  this  mechanism  you  can  prevent  that.  The  minimum  numbers  of  Sen- 
ators, Representatives  or  Governors  to  bring  the  action  should  be  a  significant  num- 
ber but  a  minority,  similar  to  provisions  in  the  Rules  of  both  Houses  that  protect 
the  interests  of  minorities,  but  not  necessarily  minorities  of  one. 

Placing  the  case  in  the  Supreme  Court,  plus  providing  that  the  Court  must  hear 
the  case  in  30  days  and  issue  its  decision  not  more  than  15  days  thereafter,  would 
assure  expeditious  consideration.  The  Court  would  be  free,  as  it  has  in  many  of  the 
previous  200  original  jurisdiction  cases,  to  appoint  Special  Masters  for  fact-finding 
purposes,  with  their  conclusions  subject  to  challenge  before  the  whole  Court. 

In  order  to  prevent  either  judicially-ordered  taxes  or  Court  selection  between  com- 
peting programs  and  public  policies,  the  remedies  from  the  Court  could  be  restricted 
as  follows:  A)  The  Court  could  determine  only  that  the  budget  was,  or  was  not,  in 
balance,  and  B)  the  exact  dollar  amount  of  the  projected  year's  income,  assuming 
there  is  no  declaration  of  war,  and  Congress  has  not  acted  by  the  supra-majority 
to  remove  the  budget  from  the  scope  of  the  Amendment.  C)  The  Court  could  then 
order  only  an  across-the-board  cut  in  all  programs  without  exception  in  the  percent- 
age required.  In  other  words,  if  the  Court  found  that  the  budget  was  out  of  balance 
by  3.4  percent,  its  only  remedy  would  be  to  order  a  3.4  percent  cut  in  all  programs. 

This  point  is  extremely  important.  Having  spent  17  years  talking  with  Members 
of  Congress  and  with  members  of  state  legislators  on  the  subject  of  the  BBA,  I  be- 
lieve there  is  an  overwhelming  feeling  that  the  Supreme  Court  should  not  be  in- 
volved in  choosing  between  closing  down  an  Air  Force  base  or  cutting  Aunt  Tilly's 
social  security  check.  That  sort  of  policy  judgment  should  always  be  made  by  elected 
representatives  of  the  people  in  each  level  of  government. 

Once  the  Court  had  ordered  an  across-the-board  cut,  Congress  would  then  have 
20  days  to  act  by  statute  to  adjust  the  cuts  on  a  policy  basis,  making  greater  cuts 
in  some  programs,  less  in  others,  but  staying  within  the  total  dollar  amount  de- 
clared by  the  Court.  If  Congress  fails  to  act,  or  if  it  acts  but  violates  the  Amendment 
a  second  time,  then  the  Court-ordered  across-the-board  cuts  would  be  final  for  that 
fiscal  year. 

Congress  should  have  one  bite  at  the  apple  to  make  those  policy  judgments  be- 
tween competing  programs,  after  a  declaration  of  violation  of  the  BBA.   But,  it 
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should  be  only  one  bite,  otherwise,  every  budget  could  be  wrapped  up  in  eternal  liti- 
gation, every  year. 

Lastly,  what  happens  if  Congress  fails  to  pass  a  budget  by  the  first  day  of  the 
fiscal  year?  Then  the  Court  should  have  the  power  to  examine  the  taxes  then  in  ef- 
fect, and  determine  the  dollar  amount  that  those  taxes  would  raise  in  the  coming 
year.  That  amount  would  be  the  cap.  All  programs  would  be  presumed  to  continue 
at  their  current  levels  of  funding  (exactly  what  Congress  itself  does  in  Continuing 
Resolutions).  The  Court  would  determine  whether  that  did,  or  did  not,  result  in  bal- 
ance. Again,  Congress  would  have  20  days  to  make  policy-based  adjustments. 

I  am  deliberately  not  trying  to  write  or  offer  precise  language.  You  and  your  staff 
are  far  better  able  to  do  that.  However,  approaches  such  as  those  outlined  could  ac- 
complish all  the  basic  purposes  that  are  covered  in  the  assumptions,  stated  above. 

One  last  point  about  when  such  statutory  provisions  should  be  passed.  Most  of 
my  time  on  this  subject  over  the  last  17  years  has  been  spent  with  state  legislators, 
both  in  hearings  and  often  in  far-reaching,  challenging  conversations  about  ramifica- 
tions of  the  BBA.  If  you  intend  to  establish  by  statute  the  parameters  of  judicial 
review  and  remedies,  you  should  pass  that  statute  at  the  same  time  you  pass  the 
BBA  and  send  it  out  for  ratification. 

Some  of  the  more  far-sighted  state  legislators  are  engaging  in  the  same  process 
you  are,  asking  themselves  what  might  the  Supreme  Court  do,  or  not  do,  to  enforce 
the  BBA.  They  are  especially  concerned  vnih  two  areas — judicially-imposed  taxes, 
and  judicially-made  choices  between  different  policies  and  programs.  If  you  pass  the 
statute  now,  or  very  soon  after  you  promulgate  the  BBA  for  ratification,  you  will 
satisfy  state  legislators,  first,  that  judicial  review  will  occur,  and  second,  that  judi- 
cial enforcement  will  not  get  into  either  of  these  areas  of  grave  concern. 

If  you  do  not  pass  such  a  statute  within  a  few  months  of  promulgating  the 
Amendment  you  will  engender  serious  concerns  among  the  state  legislators  about 
whether  you  will  ultimately  do  that,  and  if  so,  what  provisions  you  will  choose  to 
include.  Recalling  that  ratification  requires  the  approval  of  38  state  legislatures,  or 
ratifying  conventions  elected  in  38  states  under  the  other  Article  V  method,  you  will 
endanger  the  ratification  of  the  BBA  if  you  do  not  provide  the  judicial  review  statute 
so  state  legislators  can  read  it  side  by  side  with  the  text  of  your  BBA. 

There  may  be  other  aspects  of  enabling  legislation  that  you  may  want,  but  do  not 
choose  to  address  until  and  unless  the  states  ratify  the  Balanced  Budget  Amend- 
ment. Your  own  considerations  and  reflections,  together  with  the  responses  of  the 
states  as  they  ratify,  might  be  valuable  in  writing  that  legislation.  However,  on  judi- 
cial review  itself,  I  strongly  urge  you  to  consider,  write  and  pass  that  legislation  as 
soon  as  possible,  once  you  decide  to  pass  the  BBA  itself 

CONCLUSION 

You  have  200  years  of  history  at  the  state  and  local  level  about  the  importance 
of  making  the  tough  decisions  about  taxing  and  spending,  about  "balancing  the  will- 
ingness to  spend  against  the  reluctance  to  tax."  You  also  have  150  years  of  experi- 
ence here  in  Congress  on  the  same  point.  If  that  satisfies  you  that  the  nation  needs 
the  BBA  in  the  Constitution,  now  is  the  time  to  act. 

You  should  not  be  reluctant  to  act  on  the  grounds  that  this  is  an  "economic"  provi- 
sion. The  Constitution  has  many  other  provisions  intended  to  effect  the  economy  of 
the  United  States,  ones  which  in  the  fullness  of  world  history  have  been  proven  to 
be  basic  in  the  organization  of  any  competent  national  economy.  Consider  the  fact 
that  Dr.  Franklin's  invention  of  the  Patents  and  Trademark  clause  has  become  re- 
gional through  NAFTA,  and  may  shortly  become  global  through  GATT.  Economic 
provisions  belong  in  our  Constitution,  provided  they  are  the  right  ones  for  the  na- 
tion at  the  right  time  in  our  history — whether  the  year  is  1787  or  1994. 

Lastly,  you  should  be  concerned  with  judicial  enforcement  of  the  Balanced  Budget 
Amendment.  If  it  is  correct  to  place  the  Amendment  in  the  Constitution,  it  is  also 
correct  to  guarantee  both  that  it  will  be  enforced,  and  to  prevent  forms  of  enforce- 
ment that  would  undercut  the  essential  purposes  of  Congress,  namely  decisions  on 
taxation  and  on  competing  public  policies.  Fortunately,  the  Constitution  gives  Con- 
gress the  power  to  shape  judicial  enforcement  to  accomplish  both  purposes. 

I  welcome  your  questions  on  this  complex  subject  with  complex  ramifications. 

The  Chairman.  Thank  you  very  much. 
Professor  Sterk? 
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STATEMENT  OF  STEWART  E.  STERK 

Mr.  Sterk.  Thank  you.  I  appreciate  your  invitation  to  come  to 
testify  before  you  today.  I  come  also  to  speak  in  support  of  the  bal- 
anced-budget amendment,  and  I  would  like  to  concentrate  first  on 
the  reasons  why  I  think  including  an  amendment  like  this  is  en- 
tirely appropriate  within  our  constitutional  scheme. 

Mr.  Armor  referred  to  this  amendment  as  an  economic  amend- 
ment, and  it  certainly  is  and  we  certainly  do  have  economic  amend- 
ments within  our  Constitution.  But  I  think  that  the  balanced-budg- 
et amendment  does  more  than  that.  It  protects  a  disadvantaged 
group,  a  group  not  represented  in  the  political  process,  as  a  variety 
of  people  have  already  mentioned;  that  is,  our  grandchildren  and 
members  of  future  generations. 

Our  existing  constitutional  scheme,  the  15th  amendment  and  the 
19th  amendment,  have  taken  care  to  assure  that  people  who  would 
otherwise  be  disadvantaged  in  the  political  process  get  some  relief. 
Whether  it  be  the  voting  rights  given  to  members  of  all  races  by 
the  15th  amendment  or  voting  rights  given  to  both  sexes  under  the 
19th  amendment,  all  of  these  are  designed  to  assure  some  equality 
to  groups  that  would  otherwise  be  disadvantaged  in  the  political 
process,  and  it  seems  to  me  that  the  balanced-budget  amendment, 
to  the  extent  it  relieves  some  of  the  numbers  that  we  have  seen  on 
the  board  already,  would  accomplish  the  same  goal  with  respect  to 
another  group  of  unrepresented  people,  which  is  members  of  future 
generations. 

Even  beyond  the  protection  that  the  balanced-budget  amendment 
would  provide  to  members  of  future  generations,  it  seems  to  me 
that  the  balanced-budget  amendment  is  an  extraordinarily  appro- 
priate response  to  a  practice  that  is  not  at  all  unique  to  this  Con- 
gress as  a  particular  legislature;  that  is,  we  have  heard,  and  it  is 
certainly  true,  that  we  nave  had  one  balanced  budget  in  the  Fed- 
eral Government  over  the  last  31  years. 

Sometimes,  along  with  that  assumption  goes  the  assumption  that 
this  is  somehow  aberrational,  and  at  the  Federal  level  it  may  be, 
but  the  fact  is  that  States  throughout  history,  governments 
throughout  history,  have  had  difficulty  balancing  budgets  because 
the  legislative  process  inherently  is  tilted  toward  borrowing  and 
debt. 

David  Hume,  an  18th  century  philosopher,  writing  before  we 
even  had  a  Congress,  wrote  that 

It  is  very  tempting  to  a  minister  to  employ  such  an  expedient  as  enables  him  to 
make  a  great  figure  during  his  administration  without  overburdening  his  people 
with  taxes  or  exciting  any  immediate  clamors  against  himself.  The  practice,  there- 
fore, of  contracting  debt  will  almost  infallibly  be  abused  in  every  government. 

Certainly,  our  history  at  the  State  level  throughout  the  19th  cen- 
tury and  into  the  20th  century  suggests  that  without  some  institu- 
tional correction,  and  most  of  the  States  have  constitutional  provi- 
sions that  deal  with  this  problem,  the  practice  of  incurring  debt  be- 
yond revenues  raised  from  taxes  is  likely  to  continue  and  not  solve 
itself. 

In  fact,  what  we  ought  to  be  striving  to  do  is  avoid  what  hap- 
pened in  many  States  in  the  19th  century,  which  is  that  until  a  fis- 
cal disaster  actually  ensued  nothing  was  done.  Then,  and  only 
then,  did  we  end  up  with  constitutional  debt  limitations,  and  we 
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now  have  a  window  of  opportunity  that  has  been  described  by  a 
number  of  people  that  might  enable  us  to  act  before  we  get  to  the 
disaster  that  various  people  have  predicted. 

That  brings  me  to  the  second  issue  that  I  would  like  to  talk 
about  briefly.  Would  a  balanced-budget  amendment  be  effective?  At 
the  State  level,  certainly  limitations  on  debt  have  been  effective. 
They  have  not  absolutely  eliminated  attempts  to  try  to  evade  the 
constitutional  limitations.  Some  of  those  attempts  have  been  suc- 
cessful, but  there  is  no  question  that  at  the  State  level  the  exist- 
ence of  constitutional  limitations  has  restrained  significantly  the 
creation  of  State  debt. 

The  very  fact  that  in  many  States  the  constraint  on  debt  is  that 
a  State  legislature  has  to  put  debt  to  a  referendum  before  the  peo- 
ple before  the  debt  is  approved,  and  the  fact  that  there  are  as 
many  referenda  as  there  are,  indicates  that  legislatures  have  not 
been  free  to  incur  debt  at  will. 

The  question  that  we  then  face  is  whether  the  State  experience 
would  extend  well  to  the  Federal  Government.  I  think  one  of  the 
important  and,  in  fact,  critical  questions  is  the  one  that  Mr.  Armor 
raises.  What  sort  of  enforcement  mechanism  do  we  anticipate? 

At  the  State  level,  in  those  States  where  debt  limitations  have 
been  most  effective,  State  supreme  courts  have  acted  to  restrain 
legislatures  from  taking  steps  that  violate  the  constitutional  limita- 
tions. In  my  view,  from  what  I  have  seen  at  the  State  level,  unless 
we  include  provisions  for  judicial  review,  whether  by  statute  or 
even  in  the  amendment  itself,  we  are  going  to  run  into  some  dif- 
ficulties because  the  same  tendencies  that  have  caused  Congress  to 
run  significant  deficits  to  this  point  will  lead  to  an  attempt  to  find 
devices  by  which  we  might  manipulate  figures  in  order  to  avoid  the 
intended  effect  of  the  amendment.  So  I  too  would  urge  you  to  as- 
sure quick  legislation  providing  for  judicial  review  to  go  along  with 
the  amendment. 

Thank  you. 

[The  prepared  statement  of  Mr.  Sterk  follows:] 

Prepared  Statement  of  Stewart  E.  Sterk 

My  comments  are  addressed  to  two  issues:  (1)  whether  a  balanced  budget  amend- 
ment is  appropriate  for  inclusion  in  the  federal  constitution  and  (2)  whether  a  bal- 
anced budget  amendment  could  be  effective  in  limiting  government  debt.  My  com- 
ments are  based  on  my  study  of  the  difficulties  legislatures  have  with  accounting 
for  future  effects  of  their  decisions,  and  more  particularly  on  my  study  of  the  state 
experience  with  debt  limitations.  Those  studies  are  published  in  two  articles:  Stew- 
art E.  Sterk,  The  Continuity  of  Legislatures:  Of  Contracts  and  the  Contracts  Clause, 
88  Columbia  Law  Review  647  (1988)  [cited  below  as  The  Continuity  of  Legislatures] 
and  Stewart  E.  Sterk  and  Elizabeth  S.  Goldman,  Controlling  Legislative  Short- 
sightedness: The  Effectiveness  of  Constitutional  Debt  Limitations,  1991  Wisconsin 
Law  Review  1301  (1991)  [cited  below  as  Debt  Limations]. 

I.  appropriateness  of  a  balanced  budget  amendment  in  the  federal 

constitution 

A.  Protection  of  future  generations 

Several  of  the  existing  amendments  to  the  United  States  Constitution  guarantee 
equality  or  one  form  or  another  to  previously  disadvantaged  groups.  The  Fourteenth 
Amendment,  by  guaranteeing  equal  protection  of  the  law  to  all  citizens,  has  pro- 
tected members  of  minority  groups — who  have  often  been  disadvantaged  in  the  leg- 
islative process — from  adverse  governmental  actions.  The  Fifteenth  Amendment, 
guaranteeing  equal  voting  rights  to  all  races,  and  the  Nineteenth  Amendment  guar- 
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anteeing  equal  voting  rights  to  both  sexes,  assure  that  all  citizens  have  input  in  po- 
litical processes. 

No  constitutional  amendment  can  grant  a  right  to  vote  to  members  of  future  gen- 
erations. Nevertheless,  members  of  future  generations  will  almost  inevitably  be  af- 
fected by  actions  our  government  takes  today.  If  we  believe  that  legislatures  have 
a  propensity  to  act  in  ways  that  disadvantage  members  of  future  generations,  it  is 
entirely  appropriate  to  consider  constitutional  amendments  that  might  mitigate 
harm  to  these  individuals,  who  are  unrepresented  in  the  political  processes. 

There  is  substantial  evidence  that  legislatures  take  inadequate  account  of  the  in- 
terests or  future  generations.  In  a  number  of  cases,  over  the  course  of  more  than 
a  century,  the  Supreme  Court  has  invalidated  a  number  of  long-term  bargains  made 
by  legislatures,  expressly  recognizing  that  one  legislature  should  not  be  permitted, 
by  contract,  to  limit  the  power  of  a  subsequent  legislature  to  legislate  for  the  public 
welfare.  1 

Moreover,  there  is  evidence  that  legislatures  systematically  disadvantage  mem- 
bers of  future  generations  by  incurring  excess  debt.  David  Hume,  the  eighteenth 
century  philosopher,  wrote  of  the  irresistible  impulse  for  governments  to  incur  ex- 
cessive debt: 

"It  is  very  tempting  to  a  minister  to  employ  such  an  expedient,  as  enables 
him  to  make  a  great  figure  during  his  administration,  without  overburden- 
ing his  people  with  taxes,  or  exciting  any  immediate  clamors  against  him- 
self. The  practice  therefore  of  contracting  debt  will  almost  infallibly  be 
abused,  in  every  government."  2 

The  various  state  constitutional  debt  limitations  were  enacted  in  response  to  bor- 
rowing practices  that  had  left  states  on  the  brink  of  economic  disaster.^  Comment- 
ing on  the  motivations  that  prompted  New  York's  constitutional  debt  limitation,  one 
judge  on  that  state's  highest  court  wrote: 

"Now,  as  then,  great  expenditures  may  be  lightly  authorized  if  pa3Tnent 
is  postponed.  To  place  the  burden  upon  our  cnildren  is  easy.  Nor  do  we 
scrutinize  so  closely  the  expenditures  to  be  made  if  that  be  done."^ 

These  remarks  could  easily  have  been  uttered  in  connection  with  recent  experi- 
ences with  the  federal  deficit. 

If  legislatures,  including  Congress,  systematically  use  debt  to  shift  the  burden  of 
current  expenditures  to  members  of  future  generations,  it  would  seem  entirely  ap- 
propriate to  provide  constitutional  protection  to  that  unrepresented  group.  Through- 
out our  history,  we  have  amended  the  Constitution  to  safeguard  the  interests  of 
groups  systematically  disadvantaged  by  legislative  processes,  and  an  amendment 
that  would  constrain  federal  debt  creation  would  be  entirely  consistent  with  that 
history. 

B.  INSTITUTIONAL  REASONS  FOR  CONSTITUTIONAL  RESTRICTIONS  ON  FEDERAL  DEBT 

Even  beyond  the  concern  that  an  unconstrained  legislature  would  overburden  un- 
represented future  generations,  there  is  reason  to  believe  that  current  legislatures 
systematically  undervalue  future  costs  and  benefits  to  currently  living  constituents. 

The  interest  in  limiting  federal  debt  is  an  interest  all  citizens  share  in  common; 
no  individual  citizen  loses  much  from  a  marginal  increase  in  the  federal  deficit, 
however  large  the  aggregate  loss.  By  contrast,  when  government  spends  money 
today,  it  confers  measurable  and  often  large  benefits  on  particular  groups  of  citi- 
zens, generally  identifiable  and  often  organized.  Much  recent  scholarly  work  sug- 
gests that  because  it  is  so  difficult  to  organize  support  for  government  action  that 
benefits  broad  groups  of  citizens,  government  activity  tends  to  promote  special  bene- 
fits at  general  cost,  and  to  eschew  general  benefits  at  special  cost.s  The  current  fed- 
eral deficit,  together  with  state  borrowing  practices  from  earlier  eras,  suggest  that 


iSee,  e.g.  Boyd  v.  Alabama,  94  US  645,  650  (1976): 

"We  are  not  prepared  to  admit  that  it  is  competent  for  one  legislature,  by  any  con- 
tract with  an  individual,  to  restrain  the  power  of  a  subsequent  legislature  to  legislate 
for  the  public  welfare,  and  to  that  end  to  suppress  any  and  all  practices  tending  to  cor- 
rupt the  public  morals." 

See  generally  The  Continuity  of  Legislatures  at  672-688. 

2  David  Hume,  quoted  in  Wein  v.  State,  347  NE2d  589-90  (N.Y.  1976). 

3  See  generally  Debt  Limitations  at  pp.  1306-1315. 

-^People  v.  Westchester  County  National  Bank,  132  NE  241  (N.Y.  1921)  [Opinion  by  Andrews, 
J.]. 

6  See  generally  The  Continuity  Legislatures  at  711-712. 
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at  least  with  regard  to  debt  creation,  the  scholarship  is  right:  legislatures  do  tend 
to  borrow  excessively  to  generate  immediate  gains  for  organized  groups.  Constitu- 
tional constraints  on  legislative  action  might  appropriately  constrain  the  natural 
tendency  of  government  to  overborrow. 

II.  EFFECTIVENESS  OF  A  BALANCED  BUDGET  AMENDMENT 

State  constitutional  debt  limitations  arose  against  a  background  similar  to  the 
background  that  faces  the  federal  government  today:  heavy  borrowing  led  to  fiscal 
crises  that  generated  demands  for  limitations  on  the  power  of  states  to  borrow  addi- 
tional moneys.  More  than  three-quarters  of  the  states  retain  debt  limitations  in 
their  current  constitutions.  These  limitations,  however,  vary  significantly  in  scope. 
About  a  dozen  states  limit  state  debt  to  a  maximum  amount,  measured  either  in 
dollars,  or  in  percentage  of  state  revenues,  or  in  percentage  of  assessed  value.  A  few 
states  set  a  maximum  amount,  but  require  a  public  referendum  or  legislative 
supermajority  even  for  debt  that  does  not  exceed  the  maximum.  Another  group  of 
states  permit  unlimited  debt,  but  only  if  the  debt  is  approved  by  public  referendum. 
A  few  states  permit  unlimited  debt  without  referendum  if  approved  by  a  legislative 
supermajority.  Finally  still  another  group  requires  both  a  legislative  supermajority 
and  approval  by  public  referendum. 6 

Whether  these  constitutional  Umitations  have  been  effective  depends  in  large 
measure  on  one's  perspective.  They  have  not  stopped  the  states  from  borrowing 
money,  but,  of  course,  that  was  not  their  design.  The  goal  was  only  to  make  it  more 
difficult  for  state  legislatures  to  engage  in  debt  financing,  not  to  preclude  all  borrow- 
ing. 

Moreover,  many  states  have  developed  escape  devices  that  permit  legislatures  to 
avoid  the  constitutional  limitations.  Thus,  many  states  have  created  public  authori- 
ties and  given  them  power  to  borrow  money  to  finance  public  projects.  In  other 
states,  the  constitutional  limitations  have  been  held  applicable  only  when  the  state 
commits  its  general  revenues  to  repay  existing  debt;  in  these  states,  legislatures 
have  avoided  constitutional  limitations  by  giving  bondholders  a  right  to  repayment 
only  from  revenues  derived  from  the  project  financed  by  the  bonds. ■? 

Despite  these  escape  devices,  however,  state  debt  limitations  have  significantly 
constrained  state  debt  financing.  First,  whenever  a  state  legislature  tries  to  use  one 
of  the  escape  devices,  litigation  inevitably  results.  For  the  state  to  sell  bonds,  bond- 
holders must  have  reasonable  assurance  that  the  bonds  have  been  validly  issued. 
As  a  result,  financing  schemes  of  questionable  constitutionality  have  invariably  re- 
quired court  approval  in  order  to  make  the  bonds  marketable.  That  litigation  almost 
always  reaches  the  State  Supreme  Court.  When  a  legislature  knows  that  extensive 
litigation  must  precede  any  borrowing,  the  prospect  of  litigation  undoubtedly  deters 
some  debt  financing  schemes. 

Second,  beyond  the  delay  and  expense  of  the  litigation,  the  borrowing  will  go  for- 
ward only  if  the  State  Supreme  Court  concludes  that  the  scheme  complies  with  con- 
stitutional requirements.  In  many  states  legislatures  have  enacted  questionable  fi- 
nancing schemes,  only  to  have  them  overturned  by  the  State  Supreme  Court.  Be- 
cause State  Supreme  Courts  appear  to  examine  the  underlying  merits  of  the  debt 
financing  scheme,  the  judicial  review  process  can  be  expected  to  deter  legislatures 
from  enacting  the  least  justifiable  borrowing  schemes. 

Finally,  the  number  of  referenda  submitted  to  voters  attests  to  the  success  of  con- 
stitutional limitations  in  those  states  where  state  debt  must  be  authorized  by  a  ma- 
jority of  voters  at  a  general  election.  If  legislatures  were  able  to  avoid  constitutional 
limits  with  impunity,  one  would  not  expect  to  see  referenda  submitted  to  voters.  Yet 
voters  regularly  pass  upon  and  often  defeat  debt  proposals  developed  by  state  legis- 
latures. 

III.  POTENTIAL  EFFECTIVENESS  OF  FEDERAL  LIMITATIONS 

The  state  experience  with  debt  limitations  demonstrates  that  constitutional  limits 
can  be  effective  in  reducing,  but  not  eliminating,  deficit  financing  by  government. 
The  state  experience,  however,  does  suggest  same  concerns  relevant  at  the  federal 
level. 

First,  much  of  the  state  court  litigation  over  debt  limitations  has  focused  on 
whether  a  particular  governmental  practice  constitutes  debt  within  the  meaning  of 
the  constitutional  provision.  State  legislatures  have  tried  a  variety  of  techniques  to 
disguise  borrowing,  with  more  or  less  success.  Some  states  have  structured  loan 
transactions  as  leases,  in  the  hope  that  the  form  of  the  transaction  would  avoid 


6  See  generally  Debt  Limitations  at  p.  1315-1316. 
■'See  id.  at  1330-1356. 
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scrutiny  as  unconstitutional  borrowing.^  Other  states  have  used  short-term  tax  an- 
ticipation notes  or  revenue  anticipation  notes,  mechanisms  designed  for  short-term 
use,  as  cornerstones  in  creative  financing  schemes. 9  The  state  experience  suggests 
that  care  be  taken  in  defining  practices  forbidden  by  any  federal  constitutional 
amendment. 

Another  important  lesson  from  the  state  experience  is  that  most  state  constitu- 
tions do  not  merely  require  a  balanced  budget;  instead,  they  limit  state-created  debt. 
The  difference  can  be  critical.  A  constitutional  provision  that  merely  requires  a 
budget  to  be  in  balance  permits  manipulation  of  projected  revenues  and  expendi- 
tures to  suit  the  purposes  of  the  current  legislature.  On  the  state  level,  overly  opti- 
mistic projections  of  revenue,  and  (unrealistically  low  estimates  of  cost)  led  to  the 
fiscal  disasters  that  generated  the  original  constitutional  debt  limitations,  lo  One 
would  expect  similar  manipulation  at  the  federal  level  if  the  federal  government 
were  permitted  to  borrow  whenever  initial  projects  proved  overly  optimistic. 

No  matter  how  careful  the  drafting  of  any  constitutional  amendment,  the  provi- 
sion will  inevitably  require  judicial  construction.  If  the  state  experience  is  an  indica- 
tor, the  United  States  Supreme  Court  would  become  a  significant  factor  in  enforcing 
any  limitation  on  federal  debt.  If  the  goal  of  a  constitutional  amendment  is  to  limit 
the  legislative  tendency  to  discount  future  effects  too  severely,  judicial  involvement 
in  the  borrowing  process  may  be  a  positive  step.  First,  the  structure  of  our  court 
system  is  generally  perceived  to  foster  deliberative  processes,  and  to  make  stability 
an  important  value.  Those  are  important  attributes  if  the  goal  is  to  compensate  for 
a  legislative  bias  in  favor  of  present  effects,  ii 

Finally,  let  me  offer  a  disclaimer.  Deficit  financing  has  often  been  justified  as  a 
means  of  regulating  national  economic  activity.  To  the  extent  that  a  balanced  budg- 
et amendment  would  limit  federal  power  to  use  fiscal  poUcy  as  a  regulatory  tool, 
the  amendment  may  have  effects  without  parallel  on  the  state  level.  Because  I  am 
not  a  professional  economist,  I  offer  no  opinion  on  this  issue. 

Senator  SiMON.  I  thank  you.  Let  me  just  ask  my  staff  to  put  up 
a  chart  (see  page  79)  that  shows  what  has  happened  in  terms  of 
surpluses  and  deficits,  and  it  is  pretty  graphic.  If  you  were  to  add 
this  next  fiscal  year,  the  bar  would  go  up,  and  then  you  add  the 
succeeding  years  and  it  goes  off  the  chart  there.  You  know,  it  is 
fairly  dramatic. 

Judge  Bell,  do  you  want  to  add  something?  Then  I  want  to  ask 
you  a  question  because  both  of  your  colleagues  there  have  talked 
about  this  question  of  enforcement  of  the  amendment.  Section  6  of 
the  amendment  states:  "The  Congress  shall  enforce  and  implement 
this  article  by  appropriate  legislation."  What  we  do  not  want  is  to 
have  Federal  judges  making  decisions,  even  distinguished  former 
Federal  judges  making  decisions  that  are  basically  for  the  legisla- 
tive and  executive  branches. 

But  as  Mr.  Armor  suggests  and  Professor  Sterk  suggests,  we 
have  the  ability  to  limit  who  has  standing  and  the  appropriate  way 
for  the  courts  to  act,  or  at  least  that  is  our  assumption  and  the  re- 
search that  we  have  done  indicates  that  we  have  that  ability.  I 
would  be  interested.  Judge,  in  your  reaction  to  that,  and  then  you 
were  eager  to  say  something  maybe  on  that  question  or  something 
else. 

Judge  Bell.  The  same  thing. 

Senator  SiMON.  Yes. 

Judge  Bell.  I  was  going  to  speak  to  the  same  point.  I  view  any 
question  arising  under  this  amendment  as  a  political  question  and 
it  should  not  be  decided  by  the  courts.  If  there  is  any  doubt  about 
it,  I  think  it  ought  to  be  made  clear.  I  believe  that  it  would  endan- 


8  See  id.  at  1331-32. 

9  Id.  at  1315. 

10  See  id.  1316-17. 

11  See  The  Continuity  of  Legislatures  at  p.  720. 
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ger  the  chances  of  having  this  adopted  if  the  Members  of  Congress, 
or  even  the  American  pubUc  thought  that  judges  were  going  to  be 
passing  on  any  point  under  it,  including  raising  taxes. 

So  far  as  I  know,  no  Federal  court  has  ever  imposed  a  Federal 
tax,  ordered  a  Federal  tax.  They  have  done  it  a  few  times  in  the 
State  courts.  Mr.  Armor  gave  a  number.  I  am  not  saying  that  his 
number — I  am  sure  it  is  right.  The  first  case,  I  think,  was  in  St. 
Louis  having  to  do  with  the  school  system,  and  that  case  did  go  to 
the  Supreme  Court  and  I  think  the  imposition  of  taxes  by  a  Federal 
judge  under  civil  rights  for  school  cases  was  upheld. 

I  don't  think  you  ought  to  get  into  that  in  this  matter.  I  think 
it  would  astound  Congress  to  think  that  what  is  done  in  the  Con- 
gress was  going  to  be  passed  on  by  the  Federal  courts,  so  I 
wouldn't  get  into  that.  But  as  you  say,  if  it  becomes  a  problem,  it 
can  be  dealt  with  by  the  Congress  under  section  6. 

Senator  Simon.  I  think  that  Mr.  Armor's  suggestion  is  a  good 
one.  But  because  we  are  going  to  be  taking  the  constitutional 
amendment  up  next  week,  we  are  not  going  to  have  implementing 
legislation  ready  next  week. 

Mr.  Armor.  I  know  that,  yes. 

Senator  SiMON.  But  Senator  Danforth  is  concerned  about  this  be- 
cause of  the  Missouri  case. 

Mr.  Armor.  I  assure  you  the  State  legislatures  are  very,  very 
aware  of  the  St.  Louis  case,  and  also  the  Yonkers  case  where  a 
Federal  court  ordered  a  city  to  impose  taxes  and  then  fined  and 
threatened  to  jail  the  city  council.  Believe  me,  the  State  legislators 
are  well  aware  of  that  and  they  don't  want  that,  but  I  don't  think 
Congress  wants  that  either. 

Senator  SiMON.  No,  absolutely  not. 

Mr.  Armor.  So  that  is  the  point,  to  make  it  clear  that  that  is  not 
on  the  table. 

Senator  Simon.  I  think  if  we  prepare  legislation  and  introduce  it 
immediately  or  within  a  matter  of  weeks  after  the  passage  of  this 
amendment,  I  think  we  can  prevent  that  kind  of  a  problem.  Is 
there  any  question  in  your  mind.  Professor  Sterk,  of  our  ability  of 
Congress  to  do  that? 

Mr.  Sterk.  None  at  all. 

Senator  Simon.  You  have  all  three  touched  on  this,  but  because 
it  comes  up  over  and  over  again,  what  about  the  argument  that  we 
should  not  trivialize  the  Constitution?  Now,  when  I  look  at  that 
graph,  it  indicates  to  me  clearly  that  we  have  an  abuse  by  the  Fed- 
eral Government  and  we  don't  have  that  anchor.  You  used  your  an- 
chor-and-sail  illustration. 

Judge  Bell.  If  we  didn't  have  other  anchors,  think  what  bad 
shape  we  would  be  in.  The  first  amendment  is  an  anchor.  We  have 
anchors  in  every  area  you  can  think  of  except  in  spending. 

Senator  SiMON.  What  would  you  say  to  my  friend,  Senator  Byrd, 
or  others  who  say  we  shouldn't  trivialize  the  Constitution? 

Judge  Bell.  Well,  it  enhances  the  Constitution.  Beauty  is  in  the 
eye  of  the  beholder.  Some  people  might  think  what  I  think  is  an 
enhancement  is  trivial,  but  I  don't  believe  the  American  people 
think  that.  I  think  that  a  very  small  majority  would  think  this  was 
trivializing  the  Constitution. 


81 

Mr.  Armor.  You  have  got  to  look  to  the  long  term.  Remember 
that  newspaper  editors  were  jailed  for  printing  editorials  opposing 
the  Government  until  after  Jefferson  took  office  and  allowed  the 
Alien  and  Sedition  Act  to  expire.  It  was  never  declared  unconstitu- 
tional by  the  Supreme  Court  until  1946,  a  lot  of  years  later. 

The  first  amendment  itself  was  fairly  trivial  at  the  beginning  be- 
cause we  didn't  yet  understand  it  and  we  didn't  yet  obey  it.  We  had 
to  grow  into  that.  But  its  early  history,  the  first  10  years  under  the 
first  amendment,  it  was  almost  worthless.  We  have  to  not  only  put 
it  in  there.  We  have  to  live  by  it  and  then,  as  you  point  out,  it  be- 
comes very  serious. 

Senator  Simon.  Professor  Sterk? 

Mr.  Sterk.  I  think  the  other  point  to  recognize  is  that  not  every 
amendment  to  the  Constitution  is  the  first  amendment  in  the  sense 
that  we  consider  it  to  be  a  cornerstone  of  our  liberty.  We  have 
amended  the  Constitution  to  limit  the  terms  of  Presidents,  for  in- 
stance. Now,  one  could  argue  that  that  was  a  trivial  matter;  that, 
after  all,  if  the  people  policed  themselves,  we  would  never  have  any 
problem  with  people  running  for  more  than  two  terms.  I  don't 
think  anybody  today  believes  that  that  was  an  inappropriate 
amendment  to  the  Constitution. 

Certainly,  the  problem  that  we  are  talking  about  here  is  much 
more  likely  to  recur  and  has  been  a  problem  of  much  longer  dura- 
tion than  the  problem  of  Presidents  seeking  more  than  two  terms. 
This  is  a  matter  of  great  importance  that  is  unlikely  to  be  self-cor- 
recting in  any  way  other  than  by  constitutional  amendment.  From 
that  standpoint,  it  hardly  seems  that  one  can  view  this  as  a  trivial 
matter. 

Judge  Bell.  Another  one  to  compare  it  with  would  be  the  Presi- 
dential Disability  Act.  That  is  certainly  more  trivial  than  the  idea 
of  a  balanced-budget  amendment.  We  never  had  any  problem  with 
any  President  being  disabled.  We  have  had  disabled  Presidents, 
but  the  system  took  care  of  it. 

Senator  Simon.  I  would  like  to  also  just  refer  to  something  you 
mentioned,  Mr.  Armor,  because  these  horrendous  tales  are  out 
there  in  testimony  yesterday  and  other  places  about  what  is  going 
to  happen.  This  is  the  CBO  projection.  We  are  hearing  a  lot  about 
how  the  deficit  is  coming  down,  and  you  can  see  it  is  coming  down 
for  fiscal  years  1994  and  1995. 

Judge  Bell.  And  then  it  goes  back  up. 

Senator  Simon.  And  then  it  goes  back  up;  that  is  exactly  right. 
We  are  not  talking  about  1  year  that  we  suddenly  have  to  balance. 
We  are  talking  about  a  gradual  decline  to  the  end  of  the  century 
and,  in  fact,  the  decline  is  less  precipitous  as  you  look  at  that  chart 
than  it  is  in  these  last  2  years.  (See  chart  on  page  82.)  So  your 
point,  Mr.  Armor — we  don't  need  to  jump  out  a  seven-story  build- 
ing; we  can  go  down  one  step  at  a  time  and  get  there. 

Mr.  Armor.  The  State  legislatures,  by  contrast,  don't  have  that. 
Remember,  it  was  only  a  year-and-a-half  ago  that  California  went 
bankrupt.  They  were  issuing  scrip,  and  finally  when  a  court  said 
that  is  not  money  and  no  bank  should  touch  it  with  a  fork,  the  leg- 
islature and  the  Governor  finally  got  together.  But  theirs  is  draco- 
nian.  Either  they  balance  it  or  they  have  no  budget,  whereas  this 
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one  does  have  the  60-percent  out  clause  and  Congress  will  be  ra- 
tional. It  seems  to  me  that  is  the  discussion. 

Senator  Simon.  There  are  those  who  say,  well,  State  govern- 
ments, in  fact,  can  have  capital  budgets;  they  do  have  some  outs. 
It  is  true  that  there  are  some  outs,  but  as  I  look  at  State  constitu- 
tions, it  is  not  the  kind  of  blank  check  that  we  have. 

Mr.  Armor.  No;  they  have  to  look  over  their  shoulders  at  the 
bond  markets  in  New  York,  and  the  responsible  comptrollers  of  the 
States  recognize  that  unless  their  debt  is  clearly  supportable  by 
being  paid  down,  principal  and  interest,  from  current  income,  their 
bond  rating  is  going  to  drop  into  the  B's.  The  cost  of  that  is  going 
to  go  through  the  roof  and  the  political  repercussions  will  be  im- 
mense. 

The  Federal  Government  does  not  compete  with  other  federal 
governments  in  the  bond  markets  and  therefore  doesn't  have  the 
same  sort  of  pressure,  plus  it  has  the  printing  presses  on  which  it 
can  create  money  and  States,  by  the  Constitution,  are  forbidden  to 
do  that. 

Judge  Bell.  The  Federal  Government  has  never  used  sinking 
funds,  has  never  been  required  to  have  sinking  funds.  States  have 
sinking  funds.  They  are  paying  some  of  the  principal  all  the  time. 

Senator  Simon.  My  staff  has  just  handed  me  a  letter  signed  by 
a  number  of  people  to  Senator  Byrd  saying  the  amendment  would 
inappropriately  involve  the  judiciary  in  intractable  questions  of  fis- 
cal and  budgetary  policy.  Well,  we  have  dealt  with  that.  Second,  it 
would  be  unenforceable,  and  thus  use  the  Constitution  as  a  bill- 
board for  failed  slogans.  Well,  the  reality  is  if  it  were  unenforceable 
and  if  it  were  just  a  gimmick,  my  friend,  Senator  Byrd,  would  not 
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be  fighting  me  as  hard  as  he  is  on  this  amendment.  I  think  that 
IS  the  reality. 

Let  me  thank  the  three  of  you.  I  am  grateful  to  all  of  you,  and 
I  am  particularly  grateful  to  Judge  Bell,  who  has  contributed  so 
much  to  this  Nation.  We  would  be  wise  to  listen  to  what  you  have 
to  say. 

Our  hearing  stands  adjourned. 

[Whereupon,  at  10:22  a.m.,  the  subcommittee  was  adjourned.] 
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U.S.  Senate, 
Subcommittee  on  the  Constitution, 

Committee  on  the  Judiciary, 

Washington,  DC. 
The  subcommittee  met,  pursuant  to  notice,  at  1:05  p.m.,  in  room 
SD-226,  Dirksen  Senate  Office  Building,  Hon.  Paul  Simon  (chair- 
man of  the  subcommittee),  presiding. 

OPENING  STATEMENT  OF  HON.  PAUL  SIMON,  A  U.S.  SENATOR 
FROM  THE  STATE  OF  ILLINOIS 

Senator  Simon.  Our  hearing  will  come  to  order.  We  are  again 
discussing  the  constitutional  amendment  for  a  balanced  budget  and 
the  need  to  get  hold  of  what  Paul  Tsongas  2  days  ago  called  our 
debt  addiction.  And  I  think  that  is  the  right  phrase  because  you  do 
not  get  rid  of  an  addiction  without  a  little  bit  of  pain,  whether  it 
is  drugs  or  alcohol.  But  the  reality  is  that  having  that  little  bit  of 
pain  is  infinitely  better  than  continuing  the  addiction,  and  we  have 
to  get  a  hold  of  it. 

My  schedule  says  that  Governor  Lamm  is  the  first  to  testify,  but 
I  know  that  Paul  Volcker  has — is  it  OK  to  go  ahead  with  Governor 
Lamm  first? 

Mr.  Volcker.  If  it  does  not  take  too  long.  How  long  is  Governor 
Lamm  going  to  go? 

Governor  Lamm.  Why  don't  we  go  with  him? 

Senator  SiMON.  Paul  Volcker,  why  don't  we  take  you  first?  I  have 
invited  Paul  Volcker  to  testify,  not  as  a  proponent  of  the  balanced- 
budget  amendment  but  as  someone  who  has  spoken  about  the  prob- 
lems that  we  face  with  the  deficit  and  has  spoken  eloquently  and 
has  contributed  immensely.  I  think  no  one  since  Arthur  Burns  has 
contributed  as  much  to  the  U.S.  economy  as  Paul  Volcker,  and  it 
is  an  honor  to  have  you  here.  I  look  forward  to  hearing  from  you. 

STATEMENT  OF  HON.  PAUL  VOLCKER,  FORMER  CHAIRMAN, 
FEDERAL  RESERVE  BOARD,  AND  CHAIRMAN,  JAMES  D.  WOL- 
FENSOHN  CO.,  INC. 

Mr.  Volcker.  Well,  thank  you  very  much,  Mr.  Chairman,  for 
those  words,  and  I  thank  you  for  your  interest  in  this  subject  be- 
cause it  is  a  very  large  subject  for  the  country. 

As  your  remarks  may  suggest,  I  do  not  yield  to  anyone  in  my 
concern  about  this  succession  of  deficits  we  have  had  and  the  build- 
up of  debt  by  the  Federal  Government.  I  think  we  are  putting  a 
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burden  on  future  generations,  but  I  also  think  we  are  putting  a 
burden  on  our  own  generation  because  of  the  circumstances  in 
which  this  has  arisen. 

I  do  not  think  we  can  look  at  this  deficit  problem  in  a  vacuum. 
The  difficulty  with  the  deficit,  which  is  very  great,  in  my  opinion, 
in  the  United  States  is  that  it  comes  in  a  country  and  at  a  time 
when  we  are  not  doing  very  well  in  savings  and  investment  ex  the 
deficit.  And  when  you  have  a  low  savings  rate,  as  we  do — and  our 
savings  rate  has  chronically  been  rather  low  compared  to  most  of 
our  competitors,  and  it  has  gotten  lower  in  recent  years  rather 
than  higher;  it  has  descended  from  an  already  low  level — and  then 
you  put  a  deficit  on  top  of  that,  the  meaning  is  that  a  rather  small 
supply  of  savings  is  being  eaten  up  by  a  government  deficit.  If  that 
government  deficit  could  be  translated  directly  into  some  produc- 
tive investment,  you  might  say  not  so  bad.  But,  of  course,  that  has 
not  been  happening.  There  is  nothing  in  the  record  that  suggests 
Federal  investment  for  the  future  is  rising.  That  has  probably  been 
squeezed  as  well  with  the  restraint,  appropriate  restraints,  on 
spending. 

So  we  are  diverting  a  limited  amount  of  potential  savings  by  in- 
dividuals and  businesses  into  government  consumption.  We  have 
been  trying  to  correct  for  that,  maybe  not  deliberately  but  through 
the  workings  of  the  marketplace,  by  importing  capital  from  abroad. 
And  we  import  a  great  deal  of  capital  from  abroad.  The  only  way 
we  can  import  capital  from  abroad  is  to  run  a  current  account  defi- 
cit, and  we  like  to  sometimes  blame  other  countries  for  that,  begin- 
ning with  Japan.  But  the  fact  is  we  are  reliant  upon  capital  from 
Japan  and  elsewhere  to  make  up  the  deficiency  that  arises  from 
the  combination  of  an  insufficiency  of  savings  and  large,  chronic 
budget  deficits  absorbing  those  savings.  The  net  result  is  that  our 
investment  activity,  again,  relative  to  our  trading  partners,  has  not 
been  very  high.  I  think  you  can  look  at  that  in  the  perspective  of 
a  relatively  slow  growth  rate  in  the  United  States,  certainly  slower 
than  earlier  in  the  postwar  period  when  we  did  not  have  deficits 
and  the  savings  rate  was  higher.  At  least  we  did  not  have  deficits 
of  the  size  we  have  run  them  recently. 

Productivity  trends  may  be  changing  currently— I  hope  they 
are— for  the  better,  but  for  20  years  or  so,  it  has  been  only  1  per- 
cent a  year  or  a  little  bit  more.  Productivity  is  importantly  related 
to  investment;  investment  is  related  to  savings  and  the  deficit;  and 
it  is  a  chronically  unsatisfactory  situation. 

Now,  having  said  that,  just  a  few  remarks  on  the  idea  of  a  bal- 
anced-budget amendment.  There  is  nothing  in  what  I  said  that 
makes  a  balanced  budget  imperative  in  any  particular  year,  and, 
indeed,  you  might  argue  in  some  countries  in  particular  cir- 
cumstances a  deficit  is  not  particularly  harmful  and  might  even  be 
useful.  And,  of  course,  there  are  cyclical  circumstances  in  which  a 
budget  deficit  might  be  relatively  harmless  and,  in  fact,  play  some 
constructive  part  in  economic  policy. 

But  having  said  all  that,  as  far  ahead  as  I  can  see,  given  the  na- 
ture of  the  American  problems,  I  think  there  is  no  escaping  the 
proposition  that  we  have  a  problem  in  chronic  deficits  and  deficits 
that  have  been  too  large  on  the  average.  So  anything  we  can  pro- 
pose to  reduce  that  possibility  has  to  be  looked  at  very  closely. 
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Whether  or  not  I  can  argue  economically  and  in  some  kind  of  so- 
phisticated way  that  there  are  times  when  deficits  are  less  evil 
than  at  other  times  and  may  make  some  positive  contribution,  I 
think  the  idea  of  having  some  clear  benchmark,  some  clear  dis- 
cipline that  starts  logically  from  the  idea  of  zero  makes  a  lot  of 
sense. 

I  have  to  tell  you,  frankly,  if  you  could  write  on  a  blank  piece 
of  paper  and  have  the  result  come  about,  I  think  the  United  States 
ought  to  run  budget  surpluses.  But  I  do  not  think  we  are  going  to 
have  a  constitutional  amendment  or  anything  else  that  mandates 
budgetary  surpluses,  and  the  idea  of  reinforcing  the  idea  that,  in 
general,  a  balanced  budget  makes  sense  is  something  that  I  have 
great  sympathy  for. 

The  practical  question  is  how  to  proceed.  I  might  say  I  have  been 
somewhat  encouraged  by  recent  developments,  encouraged  by  the 
fact  that  President  Clinton  put  this  question  front  and  center  in  his 
own  program,  in  his  election  campaign  and  after  he  got  elected.  He 
not  only  made  it  a  priority,  but  we  did  pass  a  bill.  And  I  would 
have  written  the  bill  somewhat  differently,  as  everybody  else  would 
have  if  they  had  their  own  option.  But  I  think  it  is  a  significant 
step  toward  beginning  to  deal  with  the  budget.  We  have  actually 
done  something. 

I  think  it  is  also  obvious  that  we  have  not  done  enough  to 
produce  a  balanced  budget  or  anything  like  it.  There  is  a  clear  pos- 
sibility, looking  at  current  projections,  current  probabilities,  even 
allowing  for  the  uncertainties  of  the  health  care  package,  which  I 
suppose  could  go  either  way,  that  we  will  begin  running  bigger 
deficits  again  toward  the  end  of  the  decade,  the  end  of  the  century 
than  what  we  are  achieving  currently  and  prospectively  in  the  next 
year  or  two. 

Worse  than  that,  I  think  there  is  some  danger,  after  some  excite- 
ment about  it  last  year,  the  year  before,  that  people  will  get  com- 
placent as  they  see  the  deficit  declining  in  the  short  run  and  lose 
a  sense  of  urgency  about  dealing  with  it  in  the  longer  run. 

Now,  that  brings  me  to  the  question  of  the  balanced-budget 
amendment.  Despite  all  I  said  so  far,  in  testifying  on  this  issue  I 
suppose  five  or  six  times  in  the  last  10  or  15  years,  I  could  not 
bring  myself  to  actually  support  the  balanced-budget  amendment 
for  a  variety  of  reasons.  The  first  thing  that  one  kind  of  looks  at 
against  the  background  of  whatever  I  have  already  said  is  that  any 
of  these  amendments  imply  a  certain  rigidity,  a  balanced  budget 
every  year,  some  in  stricter  terms  than  in  other  terms,  and  against 
not  only  the  possibility  but  the  certainty  that  particular  cir- 
cumstances will  change.  The  appropriateness  of  balance  or  a  sur- 
plus or  a  deficit  in  particular  years  cannot  be  foreseen.  There  may 
be  an  undesirable  loss  of  flexibility.  The  most  obvious  case  is  when 
you  have  a  recession.  Revenues  decline,  expenditures  tend  to  go  up. 
It  is  not  necessarily  inappropriate  against  a  strong  fiscal  back- 
ground to  run  a  deficit  for  a  year  or  two  in  those  kinds  of  cir- 
cumstances. There  are  other  circumstances  in  which  the  idea  of 
strict  adherence  to  a  balanced  budget  may  be  too  rigid. 

Second,  there  is  the  problem  of  rather  arbitrary  definitions  that 
are  inevitably  involved  in  budgetary  matters  in  general  and  will 
become    more    difficult    when    you    try    to    write    a    constitutional 
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amendment  revolving  around  what  is  an  expenditure,  what  is  a 
tax.  We  see  that  right  now  in  this  evaluation  by  the  Congressional 
Budget  Office  as  to  whether  the  proposals  made  to  the  health  care 
plan  are  a  tax,  an  expenditure  by  the  Federal  Government,  or  are 
they  not.  But,  conceptually,  there  is  always  the  possibility  of  man- 
dating somebody  else  to  make  the  expenditure,  relying  upon  regu- 
lations instead  of  expenditures,  when  the  expenditure  may  be  more 
effective,  actually,  programmatically  than  the  mandate.  All  kinds  of 
arbitrary  elements  enter  in,  and  you  can  look  backwards  at  budg- 
etary history  and  see  a  good  deal  of  use  of  gimmicks,  to  use  the 
colloquial  in  the  past,  and  you  would  be  feeding  more  effort  in  that 
direction  in  the  future. 

More  philosophically,  I  have  not  thought  that  trying  to  write  into 
the  Constitution  an  accounting  convention  is  appropriate.  The  Con- 
stitution is  a  document  in  all  its  majesty  that  deals  with  some  fun- 
damental rights  and  some  fundamental  procedures  of  democratic 
and  constitutional  government.  Much  as  I  am  concerned  about 
budget  deficits,  does  it  rise  to  that  status?  There  is  at  least  a  ques- 
tion. 

Finally,  and  probably  not  appropriate  in  the  context  of  your  in- 
terest, Mr.  Chairman,  but  I  have  wondered  whether  some  of  the 
feeling  about  attention  to  a  balanced-budget  amendment  is  not  a 
substitute  for  some  people  in  the  political  process  for  doing  some- 
thing here  and  now.  They  could  go  and  tell  their  constituencies 
that  they  are  very  worried  about  a  budgetary  balance  because  they 
are  in  favor  of  a  balanced-budget  amendment,  and  meanwhile  do 
not  feel  the  same  sense  of  concern  about  doing  something  here  and 
now  with  very  tough  actions  on  the  tax  or  expenditure  side. 

Having  said  all  that,  let  me  say  with  respect  to  your  amendment 
it  seems  to  me  the  most  sensible  and  workable  of  the  various 
amendments  that  I  have  seen  over  this  15-year  period  in  dealing 
with  the  constitutional  problems  and  the  budgetary  problem  if  you 
were  going  to  have  that  kind  of  an  amendment.  It  does  not  attempt 
to  get  into  a  lot  of  the  bookkeeping  details,  and  it  simply  says  it 
increases  the  threshold  of  voting  necessary  to  unbalance  the  budg- 
et, or  at  least  that  is  one  way  of  looking  at  it.  And  isn't  it  reason- 
able under  the  circumstances  to  require  a  qualified  vote  of  60  per- 
cent of  the  House  and  the  Senate  to  unbalance  the  budget? 

Well,  my  favorite  proposal  in  this  area  bears  some  family  resem- 
blance to  yours.  If  the  problem  is  that  we  are  too  apt  to  spend 
money  in  response  to  the  various  legitimate  and  other  pressures 
that  arise  to  do  good,  let's  make  it  a  little  harder  to  spend  money 
and  have  precisely  the  kind  of  60-percent  vote  that  you  are  propos- 
ing on  an  expenditure  bill.  I  do  not  think  it  is  a  very  good  idea — 
and  you  have  a  fragment  of  that  in  your  proposal — for  a  majority 
vote  of  the  whole  House  for  a  tax  bill.  I  do  not  think  our  problem 
is  the  ease  of  passing  tax  bills.  The  problem  is  that  we  have  not 
been  willing  to  pass  the  tax  bills  to  match  our  spending  proclivities, 
so  why  not  put  the  emphasis  on  the  spending  side? 

I  have  not  gotten  much  of  a  following  for  that  proposal  when  I 
have  stated  it  before,  but  it  still  seems  to  me  that  it  makes  a  cer- 
tain amount  of  sense.  It  does  not  entirely  escape  the  definition  of 
a  problem  but  would  go  a  good  way  toward  dealing  with  the 
rigidities  and  arbitrariness  of  the  balanced-budget  amendment. 
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When  I  look  at  your  proposal,  I  have  expressed  my  concern  about 
the  tax  aspect.  Let's  not  make  it  any  more  difficult  than  it  already 
is  to  raise  taxes  when  we  have  a  deficit  problem.  If  we  had  a  sur- 
plus problem,  I  would  have  sympathy  for  that,  but  we  do  not  have 
that. 

I  do  not  particularly  like  the  provision  that  requires  a  60-percent 
vote  for  increasing  the  debt.  I  speak  from  experience  as  an  old 
Treasury  official  here  when  you  were  always  fighting  the  debt  ceil- 
ing legislation  when  the  commitment  to  spend  the  money  had  al- 
ready been  made,  and  the  failure  to  raise  the  debt  at  that  point 
only  involves  the  risk  of  total  dislocation  of  the  governmental  proc- 
ess, because  you  would  draw  the  government  to  a  close  so  far  as 
spending  any  money  is  concerned  if  you  cannot  issue  the  debt.  And 
I  am  afraid  that  the  political  pressures  may  cause  people  to  vote 
for  the  expenditures  and  not  vote  for  the  taxes  and  end  up  with 
a  deficit,  and  then  they  do  not  vote  for  the  debt  and  then  you  are 
in  a  mess.  So,  if  you  are  going  to  have  this  amendment,  I  would 
propose  taking  that  particular  provision  out  of  it. 

But  most  of  all,  even  in  looking  at  your  amendment,  which  I 
think  comes  as  close  as  any  as  I  have  seen  to  something  that  might 
make  sense,  I  am  left  with  the  question  of  what  do  you  do  if  there 
is  an  impasse.  Suppose  you  cannot  get  that  60-percent  vote.  And 
I  could  imagine  circumstances  in  which  that  would  be  the  case. 
There  would  be  too  much  disagreement  about  the  ingredients  ei- 
ther on  the  tax  side  or  the  expenditure  side,  or  both,  that  you  can- 
not marshal  your  60-percent  majority.  And  people  would  rather 
say.  What  happens  in  those  circumstances?  We  will  wait  and  see 
and  let  things  go  on. 

Now,  if  that  happens  now,  you  have  the  device  of  continuing  res- 
olutions and  the  Government  goes  on.  Maybe  you  can  argue  that 
is  one  of  the  reasons  we  have  a  problem:  it  is  too  easy  to  escape 
the  issue.  But  your  amendment  does  not  answer  for  me  the  ques- 
tion of  how  you  face  up  to  the  issue  if  you  have  the  same  kind  of 
an  impasse,  and  on  September  30  of  the  year  2001,  or  whenever 
your  amendment  takes  effect,  there  is  no  60-percent  vote  for  any- 
thing. Do  we  close  up  the  Government?  Do  we  turn  it  over  to  the 
courts?  What  kind  of  procedure  does  that  imply? 

So  I  will  stop,  leaving  you  with  that  question,  and  not  being  able 
to  bring  myself  to  the  point  where  I  really  want  to  lend  my  sup- 
port, for  whatever  that  is  worth,  to  the  amendment. 

Senator  SiMON.  I  have  to  say  you  have  come  closer  than  you  have 
ever  come  before,  and  I  appreciate  that.  [Laughter.] 

Let  me  just  respond  very  briefly  to  some  of  the  questions  that 
you  raise.  In  terms  of  what  happens  if  you  do  not  get  a  60-percent 
vote,  the  reality  is,  because  of  the  cloture  and  filibuster  rule  in  the 
Senate,  40  percent  can  block  things  in  the  Senate  right  now.  And, 
you  know,  sometimes  we  have  struggled  a  little  bit,  but  somehow 
democracy  works.  And  we  have  done  the  responsible  thing.  Some- 
times a  few  days  late,  but  we  have  ultimately  done  it. 

Mr.  VOLCKER.  The  budget  sometimes,  if  I  may  interrupt  you,  is 
not  exactly — I  will  not  use  the  words  "responsible"  or  "irrespon- 
sible." You  have  gone  for  months  and  months  without  a  budget. 

Senator  SiMON.  Yes. 
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Mr.  VOLCKER.  But  you  have  a  device  that  picks  it  up  in  a  half- 
way orderly  fashion. 

Senator  SiMON.  Right,  right. 

Mr.  VoLCKER.  What  would  be  the  device  in  this  amendment? 

Senator  SiMON.  Well,  in  fact,  an  extension  of  the  debt.  You  know, 
you  can  have  a  continuing  resolution  and  so  forth. 

Mr.  VOLCKER.  Right;  you  have  to  act.  I  agree  with  that. 

Senator  Simon.  On  the  three-fifths  vote  for  extending  the  debt, 
this  is  so  that  there  cannot  be  gimmicks,  and  you  used  the  word 
"gimmick."  Representative  Olympia  Snowe  had  a  great  line.  She 
said,  "If  this  were  a  gimmick.  Congress  would  have  passed  it  a  long 
time  ago." 

The  reality  is  we  have  to  lock  this  in.  We  have  to  show  it  is  seri- 
ous. And  you  cannot  play  off-budget,  on-budget  games,  and  that  is 
why  that  is  there. 

On  the  taxes,  we  did  this  compromise,  and  it  is  a  compromise. 
As  you  may  recall,  last  Congress  there  were  proposals  that  you  had 
to  have  a  three-fifths  vote  to  have  an  increase  in  taxes. 

Mr.  VOLCKER.  I  well  recall  that. 

Senator  SiMON.  And  that  would  present,  you  know,  almost  insu- 
perable barriers.  And  we  finally  worked  out  the  compromise  of  the 
majority  of  those  elected,  and  in  this  century  almost  every  tax  that 
has  been  passed  has  been  passed  by  a  majority  of  those  who  have 
been  elected.  So  it  has  not  been  that  much  of  a  problem. 

Thomas  Jefferson  advocated  an  absolute  prohibition  in  the  Con- 
stitution against  borrowing.  But  in  the  Federalist  Papers,  there  is 
a  phrase  about  the  eagerness  for  spending,  spending  should  be 
matched  by  the  reluctance  to  tax.  We  do  not  have  that,  and  that 
is  why  this  deficit  is  such  a  problem.  I  do  not  know  if  you  can  see 
that  graph  from  where  you  are  right  there.  That  is  what  has  hap- 
pened in  our  budgets  and  deficits,  with  the  projection  by  CBO, 
while  we  are  down  now — do  you  want  to  put  up  the  Domenici  chart 
there?  [See  chart  next  page.] 

This  is  CBO's  projection  right  now.  You  can  see  where  we  are 
coming  down  for  1994  and  1995.  And  what  we  are  suggesting  in 
this  amendment  is  that  by  the  year  2001,  we  would  have  a  gradual 
decline  there  so  that  it  would  be  less  precipitous  than  the  current 
year  or  fiscal  year  1995. 

There  is  also  the  question  of  how  you  deal  with  the  recession. 
Our  mutual  friend,  Fred  Bergsten,  testified  the  day  before  yester- 
day. He  suggested  that  we  ought  to  aim  for  a  1-percent  surplus, 
and  then  if  there  is  a  recession,  you  can  use  that  surplus  to  help 
cushion  the  recession.  The  difficulty  right  now  is  Bill  Clinton  sug- 
gested when  he  came  in  that  we  have  a  small  stimulus  and  $11  bil- 
lion in  a  $6  trillion  economy,  but  we  are  so  strapped  because  of 
deficits  and  debts  and  everything  that,  you  know,  we  could  not 
pass  the  $11  billion.  I  voted  for  it.  But  you  can  set  up  procedure 
with  a  balanced-budget  amendment  to  deal  with  a  recession. 

I  am  concerned  on  a  couple  of  questions,  and  this  is  what  I  would 
be  interested  in  asking  you.  As  you  looked  at  our  debt  addiction, 
we  are  right  now  about  17  percent,  I  think,  dependent  on  foreign 
ownership  of  our  bonds.  That  is  the  publicly  acknowledged  figure. 
Privately,  it  is  probably  higher. 
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If  you  were  the  president  of  the  First  National  Bank  in 
Carbondale,  IL,  and  I  came  to  you  and  I  said,  "I  would  like  to 
spend  more  money  this  year  than  I  take  in.  Will  you  lend  me  some 
money?"  and  I  had  a  good  asset  sheet,  you  would  lend  me  some 
money  probably.  And  if  I  came  back  a  second  year  and  a  third  year, 
you  would  do  that.  But  after  25  years,  a  prudent  banker  might  say, 
"I  am  going  to  have  to  put  my  money  somewhere  else." 

We  do  not  know  when  that  time  comes,  but  it  seems  to  me  that 
there  is  a  danger  that  at  some  point,  if  we  continue  this,  the  inter- 
national financial  community  is  going  to  say,  "There  are  safer 
places  to  put  our  money  than  the  United  States." 

Is  that  an  unrealistic  scenario  I  am  painting  for  you? 

Mr.  VOLCKER.  I  do  not  think  it  is  conceptually  unrealistic,  and 
it  happens  to  countries,  and  it  could  happen  to  the  United  States. 
I  think  it  involves  a  lot  of  variables  other  than  the  Federal  deficit 
itself. 

Senator  SiMON.  Absolutely. 

Mr.  VoLCKER.  Again,  as  I  said  earlier,  if  we  had  a  high  rate  of 
savings  and  we  were  very  productive  and  the  economy  was  growing 
rapidly,  people  would  not  bother  about  a  deficit  of  2  or  3  percent 
of  the  GNP,  as  they  do  not  with  many  other  countries. 

The  kind  of  emergency  that  you  are  concerned  about  typically,  I 
think,  would  not  come  about  simply  because  of  a  succession  of  defi- 
cits even  within  the  magnitude  that  we  are  talking  about.  We  are 
a  big  country.  We  can  take  those  for  a  long  time,  unfortunately.  It 
erodes  economic  performance,  but  it  does  not  create  an  emergency. 
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The  problem  would  come  if,  for  whatever  reason,  there  were 
other  questions  arising  about  the  solidity  and  stability  of  the  Unit- 
ed States  and  its  future,  which  you  cannot  discount.  The  question 
of  competitiveness  internationally  strikes  one  as  among  the  most 
likely  things  that  could  happen  in  a  perhaps  unlikely  scenario.  Do 
our  foreign  deficits  get  so  big  and  so  prolonged — and  they  are  relat- 
ed to  the  budget  deficit — that  at  some  point  people  say,  "Why 
should  I  hold  the  dollar?  It  always  depreciates."  And  you  have  an 
oil  crisis,  you  have  an  international  political  disturbance  of  some 
sort  that  reflects  adversely  on  the  United  States.  This  is  just 
hypothesizing.  You  could  get  some  combination  of  circumstances  in 
which  the  background  of  big  government  debt  and  big  government 
deficits  is  not  helpful.  It  contributes  to  the  sense  of  lack  of  con- 
fidence and  undercutting  confidence  and  instability  that  would 
ensue  in  those  circumstances. 

So,  I  do  not  dismiss  your  concerns  entirely  even  though  they  are 
unpredictable  and  not  on  the  immediate  horizon  and  not  on  the 
foreseeable  horizon,  particularly  in  a  world  where  the  rest  of  the 
world  has  so  many  problems. 

Senator  SiMON.  Right;  and  I  do  not  want  to  be  misinterpreted. 

I  am  not  suggesting  that  tomorrow  we  face  the 

Mr.  VOLCKER.  But,  prudently,  you  do  not  want  to  expose  yourself 
to  that  over  decades. 

Senator  Simon.  Absolutely. 

One  other  area.  There  is  a  GAO  report  from  June  1992,  which 
obviously  would  have  to  be  changed  today,  but  they  are  projecting 
by  the  year  2020  a  debt-to-GDP  ratio  of  over  20  percent.  Now,  that 
would  drop  some  as  a  result  of  what  we  did  this  past  year. 
Mr.  VOLCKER.  Debt  to? 
Senator  SiMON.  To  GDP. 
Mr.  VOLCKER.  Of  what  percent? 
Senator  SiMON.  Twenty  percent. 

Mr.  VOLCKER.  It  is  60  percent  or  something  today— 120  percent? 
Senator  SiMON.  The  deficit-to-GDP. 
Mr.  VOLCKER.  Oh,  deficit-to-GDP. 

Senator  Simon.  Anyway,  put  up  the 

Mr.  VoLCKER.  Then  we  would  have  a  real  bad — then  we  would 
be  talking  about  the  kind  of  potential  crisis  that  you  have  men- 
tioned with  20-percent  deficit. 

Senator  Simon.  And  the  question  is:  Has  any  country  that  you 
know  of  gone  to  that  length  and  not  monetized  the  debt? 

Mr.  VoLCKER.  Yes;  the  typical  response  is  you  have  a  lot  of  infla- 
tion. You  monetize  the  debt,  you  create  excessive  amount  of  money, 
you  have  an  inflationary  process  of  a  sort  that  is  totally  inconsist- 
ent with  any  pretense  of  American  leadership  in  the  world,  politi- 
cally, or  economically,  or  anything  else,  if  that  ever  happened  to  us. 
Senator  SiMON.  The  GAO  figures  are  a  little  outdated,  as  I  indi- 
cated, because  of  what  happened  last  year.  But  here  we  have— this 
is  from  0MB,  and  they  are  part  of  these  voluminous  things  that 
we  just  got  the  other  day— "Lifetime  Net  Tax  Rates  Under  Alter- 
native Policies."  For  example,  if  I  were  born  in  1930—1  was  born 
in  1928,  but  if  I  were  born  in  1930,  I  will  end  up  paying  about  30 
percent  of  my  lifetime  net  earnings  in  taxes. 
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TABLE  3-3.— LIFETIME  NET  TAX  RATES  UNDER  ALTERNATIVE  POLICIES 

[In  percentages] 


Generation's  year  of  birth 

Before 

OBRAi 

1993 

After  OBRA 
1993 

With  health 
care  reform 

Health  care 

reform,  but 

faster  cost 

growth 

1900  

23.6 
27.2 
29.0 
30.5 
31.6 
32.8 
34.4 
35.7 
36.0 
35.5 
35.4 

93.7 

165.1 

23.6 
27.2 
29.0 
30.6 
31.9 
33.2 
35.0 
36.5 
36.9 
36.5 
36.3 

82.0 

126.0 

23.6 
27.2 
29.1 
30.9 
32.4 
34.0 
35.9 
37.6 
38.2 
38.3 
38.3 

66.5 

73.9 

23.6 

1910 

27.2 

1920  

29.1 

1930  

30.9 

1940  

32.2 

1950 

33.5 

I960 

35.2 

1970 

36.6 

1980 

36.7 

1990 

36.2 

1992         

36.0 

Future  generations 

Percentage  difference:  future  generations  and  1992  

75.2 
108.8 

>  Omnibus  Budget  Reconciliation  Act. 

You  go  down  here  to  future  generations,  and  they  say  prior  to 
the  passage  of  reconcihation  it  was  93  percent.  After  reconciliation 
it  is  82  percent.  If  we  have  health  care,  it  will  be  66  to  75  percent 
of  the  net  lifetime  earnings  of  future  generations  that  will  go  for 
taxation.  Now,  these  are  not  Paul  Simon's  figures,  not  GAO.  These 
are  from  0MB. 

Is  it  likely,  do  you  think,  that  we  can  ever  get  anywhere  close 
to  that  without  monetizing  the  debt? 

Mr.  VOLCKER.  Not  with  an  effectively  functioning  economy.  If  you 
monetized  that  amount  of  debt,  you  would  not  have  an  effectively 
functioning  economy  anyway.  I  am  not  expert  in  how  they  got  those 
figures,  but  with  a  tax  rate  of  94  percent,  to  take  the  highest  one 
there,  you  would  not  have  much  business  activity,  I  am  afraid,  any 
growth  or  anything  else.  You  would  not  have  a  functioning  econ- 
omy, and  you  would,  presumably,  try  to  inflate  it  away  or  respon- 
sibly do  something  about  it. 

I  do  not  want  to  depart  from  your  line  of  thought,  but  looking 
at  a  calculation  of  that  sort  takes  me  back  to  a  comment  you  made 
earlier  about  the  reason  for  putting  debt  in  here,  that  you  cannot 
get  away  from  that  with  gimmicks.  But  I  am  afraid  you  can  get 
away  with  it  whether  it  is  a  gimmick  or  not.  Sometimes  it  is  gim- 
micks, and  sometimes  it  is  not. 

I  presume  you  get  a  calculation  of  that  sort  because  of  the  un- 
funded liabilities  of  the  Federal  Government  looking  ahead,  in  So- 
cial Security  and  in  other  areas. 

Senator  SiMON.  Social  Security  and  debt  service  are  the  big  two 
items. 

Mr.  VoLCKER.  So,  if  you  look  at  Social  Security,  that  is  a  big  fu- 
ture liability  in  the  U.S.  Government,  but  it  does  not  appear  in  the 
debt  figures.  They  have  taken  account  of  it  here,  which  is  why  it 
is  so  big.  But  there  are  a  lot  of  ways  you  can  push  potential  ex- 
penditures off  into  the  future  and  create  an  obligation  that  does  not 
happen  to  come  within  the  definition  of  what  we  call  a  U.S.  Gov- 
ernment obligation  that  is  traded  in  the  market,  which  is  what 
your  amendment  applies  to. 
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Senator  Simon.  That  is  the  point,  and  what  we  are  doing — if  I 
may  brag,  I  am  going  to  become  a  grandfather  twice  this  year. 
What  we  are  doing  is  shifting  this  burden  to  those  two  grand- 
children. Every  other  generation  of  Americans  has  taken  care  of 
themselves  and  invested  in  the  future.  We  are  the  first  generation 
of  Americans  to  partially  take  care  of  ourselves  and  borrow  from 
the  future. 

Mr.  VOLCKER.  If  I  understand  this  correctly,  we  are  punishing, 
in  effect,  the  future  generation  in  two  ways:  direct  taxation  and 
transfer  payment,  which  that  takes  care  of,  and  it  is  the  interest 
payment  and  Social  Security  that  are  the  big  items,  as  you  suggest; 
we  also  detract  from  the  ability  of  future  generations  to  pay  94-per- 
cent taxes,  to  take  the  ridiculous  extreme,  because  we  are  not  in- 
vesting in  the  future  and  increasing  their  incomes  the  way  our  in- 
comes increased  along  with  the  average  American  in  our  lifetime. 

Senator  SiMON.  Absolutely,  absolutely;  and  it  seems  to  me  that 
we  are  on  a  course  toward  monetization  of  the  currency  eventually, 
and  I  do  not  know  of  any  obstacle  that  will  stop  this,  other  than 
a  constitutional  amendment.  I  do  not  claim  that  you  are  not  correct 
that  some  people  vote  for  it  because  it  sounds  good  but  they  are 
unwilling  to  take  the  tough  steps.  I  am  willing  to  take  the  tough 
steps.  I  think  we  have  to  force  ourselves  into  a  situation  where,  if 
nothing  else,  we  give  politicians  cover  for  taking  unpopular  stands. 
Those  of  us  in  politics  like  to  get  re-elected.  Governor  Lamm  can 
appreciate  this.  We  do  not  like  to  do  unpopular  things.  And  if  we 
have  a  choice  of  doing  something  unpopular  or  ducking,  we  duck. 
And  that  is  what  we  have  been  doing  on  the  deficit.  We  have  been 
ducking,  and  I  think  without  a  constitutional  amendment  we  will 
continue  to  duck. 

Mr.  VoLCKER.  I  think  that  is  the  issue.  You  have  your  finger  on 
a  very  large  problem  and  a  large  part  of  political  reality.  I  think 
the  idea  of  a  constitutional  amendment,  I  think  yours  is,  as  I  say, 
the  most  sensible  and  straightforward  in  many  ways  of  what  I  have 
seen.  It  is  just  not  a  disguised  effort  to  make  it  even  harder  to  raise 
taxes.  I  do  not  interpret  it  that  way.  Nonetheless,  it  brings  with  it, 
I  think  inevitably,  some  of  the  questions,  in  my  mind  anyway,  that 
I  have  raised. 

Senator  Simon.  I  understand,  and  I  appreciate  both  your  con- 
tribution to  the  Nation  over  the  years  and  your  willingness  to  fly 
down  here  from  Boston  and  be  with  us  here  today. 

Mr.  VOLCKER.  Thank  you.  I  appreciate  being  here. 

Senator  SiMON.  Thank  you  very  much. 

I  will  take  a  1-minute  recess.  I  have  a  call  from  Senator  Byrd. 

[Recess.] 

Senator  SiMON.  Senator  Byrd  did  not  agree  to  cosponsor  the 
amendment. 

I  am  pleased  to  have  as  our  next  witness  Governor  Richard 
Lamm,  who  has  been  willing  to  say  unconventional  things  and  be 
very  forthright  in  a  whole  number  of  fields  and  was  pleased  when 
I  called  him.  He  was  not  only  willing  but  eager  to  come  here  and 
testify. 

Governor,  we  welcome  you  here. 
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STATEMENT  OF  HON.  RICHARD  D.  LAMM,  FORMER 
GOVERNOR,  STATE  OF  COLORADO 

Governor  Lamm.  Thank  you,  Mr.  Chairman.  I  would  like  to  really 
testify  as  an  opponent  of  the  balanced-budget  amendment,  but  a  re- 
formed opponent,  because  when  this  idea  first  came  out  I  did  not 
think  it  was  a  good  idea  and  I  would  like  to  sort  of  take  you 
through  the  odyssey  that  I  went  through. 

Senator  Simon.  Fine. 

Governor  Lamm.  And,  I  suspect,  that  you  went  through,  because 
I  think  some  of  the  arguments  initially  were  compelling,  but  upon 
reflection  and  experience,  it  seems  to  me  that  the  overwhelming 
evidence  is  on  your  side.  Consequently,  I  am  here  enthusiastically 
on  your  side. 

Let  me  go  through,  if  I  could,  just  simply  the  kinds  of  arguments 
that  are  made  because  I  do  not  think  that  they  are  fatuous.  They 
are  serious  arguments. 

First,  why  don't  we  just  go  ahead  and  balance  the  budget?  Or 
said,  maybe,  in  the  vernacular,  stop  me  before  I  do  something  irre- 
sponsible or  foolish.  Yes,  that  is  fine.  I  think  that  that  was  an  argu- 
ment that  perhaps  had  credibility  in  1977  or  1980.  But  it  seems  to 
me  that  my  generation,  our  generation,  has  only  balanced  one 
budget  in  the  last  33  years.  I  believe  that  no  reasonable  observer 
can  honestly  believe  that  actually  business  as  usual  is  going  to  bal- 
ance the  budget. 

I  really  did  take  that  argument  seriously,  but  I  no  longer  take 
it  seriously.  It  seems  to  me  that  it  is  a  victory  of  hope  over  reality 
to  believe  that  we  can  rebalance  our  budget  without  some  constitu- 
tional demand. 

Second,  the  argument  is:  Isn't  the  cure  worse  than  the  disease? 
And  I  think  nobody  that  has  read  economic  history  could  really 
honestly  say  that.  Debt  creeps  up  on  a  society  on  little  cat's  feet. 
One  well-meaning  program  after  another  is  added  to  the  budget 
process.  I  have  seen  it  at  the  State  level.  You  certainly  have  seen 
it  on  the  Federal  level.  Well-intentioned  people  doing  well-meaning 
things,  but  the  net  cumulative  effect  of  it  is  to  put  such  a  burden 
of  debt  on  the  next  generation  as  to  simply  make  it  intolerable. 

We  hear  that  cuts  in  spending  would  cause  somebody  some  pain, 
and  I  am  sure  that  that  is  true,  as  you  just  reflected.  But  that  rea- 
soning is  a  formula  for  massive  political  and  fiscal  turmoil  in  the 
future.  Economies  are  destabilized  by  well-intentioned  people  who 
do  not  mean  to  do  any  particular  harm,  but  the  sad  truth  is  we 
have  simply  invented  a  system  without  brakes.  And  I  do  not  think 
the  cure  is  worse  than  the  disease  when  you  really  recognize  that 
the  status  quo,  what  we  see  right  now  as  a  result  of  deficit  spend- 
ing, is  not  the  disease.  It  is  political  and  economic  instability  of  the 
kind  that  you  see  in  other  economies  throughout  history  that  have 
allowed  their  debt  to  overrun  themselves. 

Third,  it  is  said  that  debt  is  not  always  bad.  And,  of  course,  as 
Mr.  Volcker  said,  that  is  obviously  true.  I  mean,  there  are  times — 
I  guess  I  am  Keynesian  like  anybody  else.  My  parents  borrowed 
money  to  fight  Hitler.  My  parents  borrowed  money  to  fight  a  de- 
pression. Perfectly  fine.  Nobody  can  blame  them.  But  my  genera- 
tion, having  balanced  only  one  budget  in  the  33  years  that  I  have 
been  around,  that  is  a  record  of  irresponsibility  that  demands  some 
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new  level  of  response.  You  cannot  just  simply  say  that  that  can  go 
on  forever.  It  is  not  borrowing  money  to  invest.  It  is  borrowing 
money  to  consume.  And,  in  my  opinion,  these  are  Nation-threaten- 
ing deficits.  That  red  line  that  you  had  up  there,  that  is  not  just 
simply  the  type  of  deficits  that  we  ran  in  the  1930's  on  a  temporary 
basis. 

I  am  a  certified  public  accountant  by  training.  I  have  been  writ- 
ing for  the  last  10  years  about  the  costs  of  the  future.  It  seems  to 
me  that  there  is  the  question  about  the  $4.4  trillion  deficit,  but  I 
am  much  more  interested  in  sort  of  the  costs  of  the  future.  What 
are  my  children  and  your  two  new  grandchildren  going  to  have  to 
pay  off  in  terms  of  not  any  kind  of  abstract  accounting  items  of 
$4.4  trillion,  but  what  realistically  are  they  going  to  have  to  reach 
into  their  pocket?  And  that  is  why  I  thought  that  that  other  chart 
that  you  brought  up  is  very  important. 

I  look  at  unfunded  liabilities.  I  look  at  contingent  liabilities 
which  I  think  now  almost  all  of  my  political  experiences  say  are 
probably  going  to  come  true — the  unfunded  liabilities,  which  would 
be  military  pensions.  Federal  civil  service  pensions.  Social  Security, 
a  number  of  things  like  that.  Then  there  is  the  whole  contingent 
liabilities  which,  once  you  go  beyond  a  certain  balance  point  in  your 
society,  I  suspect  that  like — this  is  not  my  metaphor,  but  somebody 
else's — like  a  bunch  of  mountain  climbers  roped  together,  which 
normally  helps  support  themselves,  but  once  in  a  while  the  whole 
system  brings  all  of  the  mountain  climbers  off  of  the  mountain. 

I  believe  that  when  you  look  at  the  costs  of  the  future  and  you 
look  at  how  much  our  children  and  grandchildren  are  going  to  have 
to  reach  in  their  pocket,  it  is  simply — it  is  already  perhaps  beyond 
the  point  of  stability.  We  are  going  to  have  to  monetize  the  debt, 
or  we  are  going  to  have  to  experience  a  level  of  pain.  But  whatever 
it  is,  it  is  going  to  be  better  than  letting  it  continue.  The  longer 
that  this  goes,  the  earlier — my  rule  of  public  policy  is  the  earlier 
the  solution,  the  less  draconian  the  pain. 

Last,  is  the  idea  of  aren't  we  inviting  an  increased  role  of  the  ju- 
diciary. Well,  yes,  I  think  there  is  some  risk  about  that.  But  it  is 
small  compared  to  what  will  happen  if  we  do  not  do  the  status  quo. 
In  other  words,  one  road,  that  is,  the  balanced-budget  amendment, 
leads  to  some  possible — maybe — intrusion  by  the  judiciary  if  Con- 
gress and  the  President  act  irresponsibly  and  do  not  follow  the  new 
constitutional  provision.  But  down  this  road,  in  my  opinion,  lies 
less  economic  growth,  less  jobs,  less  saving.  In  my  opinion,  there 
lies  economic  trauma  if  that  chart  is  allowed  to  continue. 

Coming  out  of  the  White  House  right  now  here  recently,  I  was 
Bill  Clinton's  western  coordinator.  I  appreciate  him.  But  the  argu- 
ment that  aren't  we  going  to  have  to  make  some  hard  choices, 
aren't  we  going  to  have  to  cut  Social  Security  or  make  some  other 
hard  choices,  yes,  of  course.  Congress  is  going  to  have  to  make 
some  hard  choices,  but  nowhere  near  as  tough  as  the  decisions  that 
are  going  to  have  to  be  made  by  another  generation  or  even  just 
a  few  years  down  the  road  if  we  do  not  do  this.  No  generation  can 
borrow — you  cannot  run  up  figures,  in  my  opinion,  of  that  size  with 
no  hope  of  ending  it  in  sight  with  impunity. 
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Ben  Friedman  and  others,  as  you  know,  have  written  eloquently 
about  this,  talking  about  a  day  of  reckoning,  and  I  think  that  a  day 
of  reckoning  has  come. 

In  conclusion,  Mr.  Chairman,  never  has  a  generation  so  com- 
promised the  future  of  their  children  as  my  generation.  I  just  can- 
not believe,  a  take-off  of  what  you  just  said,  that  for  10  generations 
American  mothers  and  fathers  were  able  to  leave  a  better  economy 
to  their  children  until  our  generation.  And  we  have  left,  I  believe, 
a  Mt.  Everest  of  debt  that  will  forever — we  have  consumed  into 
what  should  be  their  life-style  and  their  ability  to  run  their  own 
lives  and  programs. 

I  do  not  believe  that  we  can  do  politically  what  it  is  necessary 
to  do  to  save  us  economically.  I  think  bottom  line  that  is  my  analy- 
sis, and  that  is  what  sort  of  tipped  me  over.  My  experience  in  the 
political  system  is  we  simply  cannot  do  politically  what  is  necessary 
to  save  us  economically  without  some  sort  of  measure  as  the  type 
that  you  do. 

We  have  invented,  in  other  words,  a  system  without  brakes.  We 
simply  cannot  resist  the  temptation  to  borrow.  We  are  a  Nation 
that  knows  what  it  wants,  but  not  what  it  can  afford,  and  we  need 
a  new  discipline  of  the  kind  that  you  talk  about. 

I  have  a  poem  for  you  to  end  with.  Howard  Nemerov  was  Ameri- 
ca's Poet  Laureate.  He  died  last  year.  And  he  says  this.  He  said, 
"Praise  without  end  the  go-ahead  zeal  of  whoever  it  was  that  in- 
vented the  wheel,  but  never  a  word  for  the  poor  soul's  sake  who 
thought  ahead  and  invented  the  brake."  Bingo.  It  is  very  easy  to 
invent  a  system  that  spends  and  has  wheels,  but  it  is  very  difficult 
to  invent  a  system  with  brakes.  But  I  think  of  no  greater  need  for 
our  generation  to  do  than  to  develop  some  brakes. 

Senator  Simon.  I  thank  you,  and  that  is  as  good  an  analogy  as 
any  I  have  heard. 

Let  me  just  comment  on  one  point  and  then  ask  a  few  questions. 
On  judicial  involvement,  the  amendment  says  Congress  shall  im- 
plement, and  we  can  determine  who  has  standing,  so  that  we  could 
say  you  have  to  have  25  Members  of  Congress  or  something  like 
that  in  order  to  go  into  court  to  have  standing  on  this,  so  that  there 
will  not  be  this  mountain  of  litigation  out  there  constantly  that 
people  are  talking  about. 

I  would  add,  while  our  record  is  not  good,  I  think  with  a  constitu- 
tional restraint  we  are  going  to  pay  attention  to  the  Constitution. 
The  only  oath  I  take  is  to  uphold  the  Constitution.  And  I  think  it 
would  be  honored. 

In  the  State  of  Colorado,  while  you  served  as  Governor  there,  did 
you  have  constitutional  restraints  in  your  State  constitution? 

Governor  Lamm.  Yes;  that  is  one  thing  I  would  like  to  comment 
on  with  regards  to  what  Paul  Volcker  said.  A  constitution  is  a  dif- 
ferent document  than  just  passing  regular  laws.  It  is  the  institu- 
tional framework  that  a  bunch  of  our  forefathers  and  foremothers 
thought  about  in  terms  of  what  we  need  to  do  to  run  a  sane  state. 
But  you  have  to  admit — what  is  it? — 47  or  48  of  the  States  have 
put  in  a  demand  of  a  constitutional  balanced  budget.  I  would  have 
been  put  in  jail  for  any  one  of  my  12  years  that  we  would  have 
been  running  a  deficit. 
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I  think  other  constitutional  bodies  have  seen  the  necessity,  and 
I  believe  that  the  original  ones  that  set  up  the  U.S.  Constitution 
saw  it,  because  you  see  what  Jefferson — they  did  not  put  it  in 
there,  but  they  did  not  think  it  was  necessary. 

Senator  SiMON.  But  the  critics  say — well,  the  restraint  on  the 
States  is  really  kind  of  meaningless.  There  are  all  kinds  of  ways 
they  can  get  around  it,  with  capital  budgets  and  other  things.  You 
do  not  really  have  restraints  at  the  State  level  any  more  than  we 
do  at  the  Federal  level. 

Governor  Lamm.  That  is  just  plain  not  true.  I  do  believe  that  cre- 
ative politicians,  you  know,  if  you  allow  them,  can  play  all  kinds 
of  games.  But  I  have  really  looked  at  this  in  some  detail.  In  Colo- 
rado, we  have  practically  no  debt.  We  have  no  general  obligation 
debt.  You  have  a  few  States  that  have  large  amounts  of  debts,  but 
most  States  take  that  constitutional  demand  very  seriously  and 
balance  the  budget.  They  use  the  balanced-budget  requirement  as 
a  backbone  to  say  no  to  the  endless  demands  on  the  system. 

Senator  Simon.  And  when  you  say  they  take  the  constitutional 
demand  seriously,  I  think  the  United  States  Congress  would  if  we 
were  to  pass  something  like  this. 

What  about  the  political  realities?  There  are  people  who  say  if 
we  had  the  courage  to  do  it,  we  can  do  it  now.  We  do  not  need  a 
constitutional  amendment.  Of  course,  that  was  the  argument  in 
1986  when  we  lost  it  by  one  vote  and  we  had  a  $2  trillion  deficit. 
Now  we  have  a  $4.4  trillion  deficit.  But  how  would  you  respond  to 
people  who  say  all  we  need  is  a  little  more  courage,  we  do  not  need 
a  constitutional  amendment,  a  little  more  courage  and  we  can  do 
it? 

Governor  Lamm.  You  cannot  deny  the  value  of  history  and  prece- 
dent. It  seems  to  me  that  if  it  has  not  worked  and  it  has  not 
worked  and  it  is  a  problem  that  is  bound  to  get  worse,  at  some 
point  you  give  an  argument  credence  until  it  is  disproved  by  re- 
ality. And  I  think  that  the  idea  that  this  is  going  to  happen  by  sta- 
tus quo  or  business  as  usual  politics  is  against  everything  we  know 
the  last  33  years.  It  is  not  only  1986,  as  you  know.  You  go  back 
to  a  whole  pattern  of  spending  where  you  seem  to  have — and,  by 
the  way,  I  am  not  at  all  sure  that  it  is  the  kind  of  thing  that  it 
is  only  Congress'  or  only  politicians'  fault.  In  your  State,  Adlai  Ste- 
venson once  said  government  is  a  pump,  and  it  pumps  up  in  the 
political  office  a  pretty  fair  reflection  of  what  we  are  as  a  people. 

I  do  believe  that  one  of  the  difficulties  we  are  in  is  we  are  a  Na- 
tion that,  again,  knows  what  it  wants  but  not  what  it  can  afford. 
And  I  think  that  generally  the  political  system  tries  to  reflect  that. 

Now  I  believe  there  is  a  new  awareness  on  the  danger  of  the  defi- 
cits, that  some  discipline  and  restraint  is  necessary,  and  so  I  really 
think  that  the  time  has  come  for  your  amendment. 

Senator  SiMON.  Governor,  we  thank  you  very,  very  much.  I  ap- 
preciate your  flying  out  here,  flying  out  overnight  to  get  here.  We 
really  appreciate  it. 

[The  prepared  statement  of  Governor  Lamm  follows:] 

Prepared  Statement  of  Governor  Richard  D.  Lamm 

Mr.  Chairman,  I  thank  you  for  the  opportunity  to  present  my  views  on  a  Constitu- 
tional balanced  budget  amendment,  and  on  S.J.  Resolution  41.  I  can  think  of  no 
more  important  fiscal  reform  the  Congress  could  undertake. 
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For  years,  we  have  all  listened  to  endless  streams  of  rhetoric  from  both  sides  of 
the  aisle  in  Congress,  and  from  the  Administration,  on  the  need  to  curb  the  deficit 
and  the  best  way  to  arrive  at  a  balanced  federal  budget.  Meanwhile,  we  continue 
to  see  an  explosion  in  both  deficits  and  debt  by  the  federal  government. 

For  years,  I  was  strongly  against  amending  the  Constitution  to  require  a  balanced 
federal  budget.  But  after  careful  study  of  the  issue,  I  am  now  as  strongly  convinced 
that  a  balanced  budget  amendment  is  the  most  effective  way  we  can  control  the 
alarming  cycle  of  deficits  and  debt.  Mr.  Chairman,  if  you  and  your  colleagues  agree 
that  the  deficits  and  debt  must  be  brought  under  control,  you  must  work  to  pass 
S.J.  Res.  41  and  send  the  states  a  balanced  budget  amendment  to  ratify. 

WHY  WE  NEED  A  BALANCED  BUDGET  AMENDMENT 

Mr.  Chairman,  we  have  not  seen  a  balanced  budget  in  24  years.  Instead,  Congress 
and  the  President  have  gone  on  a  borrowing  and  spending  binge.  It  took  205  years 
(from  1776  to  1981)  to  reach  a  trillion  dollars  of  national  debt.  It  has  taken  only 
eleven  years  to  reach  $4.4  trillion.  Through  a  package  that  I  support,  but  which 
economist  Benjamin  Friedman  says  puts  74  percent  of  the  burden  on  U.S.  families 
earning  over  $100,000,  we  have  temporary  relief — but  it  is  only  temporary.  Deficits 
are  set  to  explode  again  after  1997.  We  have  not  solved  this  problem.  At  most  we 
have  taken  a  few  halting  steps.  I  am  convinced  we  will  not  solve  this  problem  with- 
out a  balanced  budget  amendment 

Many  people  are  inclined  to  disregard  deficits  on  the  theory  that  if  our  economy 
keeps  growing,  we  will  simply  grow  our  way  out  of  them.  The  economy  grew 
throughout  the  1980's,  yet  deficits  simply  continued  to  grow.  Beyond  1997,  deficits 
will  again  grow  faster  than  the  economy. 

The  rapidly  rising  debt  contributes  to  or  aggravates  a  weakened  economy.  First, 
as  the  national  debt  increase,  interest  payments  also  increase  in  fact,  interest  pay- 
ments are  one  of  the  fastest  growing  expenditures  in  the  budget,  and  may  shortly 
be  the  largest  single  budget  item.  As  interest  payments  skyrocket,  they  crowd  out 
spending  on  important  federal  priorities,  and  eliminate  room  for  new  priorities  in 
the  budget.  The  important  role  of  the  federal  government  in  our  society  is  restricted 
by  ever-growing  interest  payments  on  our  national  debt. 

Simultaneously,  private  and  foreign  capital  finances  the  debt  rather  than  being 
invested  in  areas  which  will  insure  long-term  economic  growth.  This  puts  a  clamp 
on  our  productivity,  and  therefore  on  our  long-term  ability  to  produce  enough  to 
keep  up  with  our  debts.  I  think  our  standard  of  living  is  already  experiencing  a  de- 
cline due  in  part  to  our  massive  debt. 

Ultimately,  we  may  very  possibly  lose  our  economic  self-determination.  There  may 
very  likely  be  a  point  at  which  we  can  no  longer  borrow  and  must  repay.  Worse, 
we  may  not  be  the  ones  to  make  that  decision — our  creditors  may  make  it  for  us. 

Members  of  Congress  and  the  President  have  a  moral  obligation  to  solve  our  na- 
tional habit  of  borrowing.  By  borrowing,  we  are  committing  future  generations  to 
pay  for  our  current  expenditures.  Although  they  will  not  receive  the  benefits  of 
those  expenditures,  they  will  be  obligated  to  pay  for  them.  How  much?  Interest  on 
today's  debt,  the  accumulation  of  all  past  budget  deficits,  will  cost  today's  child 
$90,000  in  extra  taxes,  on  average,  over  his/her  lifetime.  By  contrast,  today's  adult 
will  pay  less  than  half  that  amount. 

And  our  children  will  pay  more  than  just  taxes.  They  will  suffer  higher  interest 
rates,  more  expensive  housing,  fewer  jobs,  lower  wages,  decaying  infrastructure, 
meager  retirement  incomes,  and  little  or  no  government  help.  If  they  are  lucky,  our 
creditors  will  not  have  assumed  total  control  of  our  economy. 

Had  the  Constitutional  framers  been  able  to  conceive  of  politics  in  the  20th  cen- 
tury, they  undoubtedly  would  have  included  a  balanced  budget  amendment  in  the 
Constitution.  At  the  time,  however,  a  balanced  budget  provision  seemed  unneces- 
sary. According  to  Thomas  Jefferson,  elected  officials  "should  consider  ourselves  un- 
authorized to  saddle  prosperity  with  our  debts,  and  morally  bound  to  pay  them  our- 
selves." In  other  words,  the  government  had  a  moral  commitment  to  balance  its 
books. 

Unfortunately,  model  special  interest  politics  has  steamrolled  any  moral  commit- 
ment against  deficit  spending,  and  has  rendered  recent  Congress  and  Presidents  in- 
capable of  acting  in  the  broader,  national  interest  on  fiscal  matters.  When  Congress 
considers  a  specific  spending  cut  which  would  help  balance  the  budget,  this  fiscal 
restraint  is  in  the  broad  interest  of  all  Americans.  But  the  direct  benefit  each  Amer- 
ican received  from  any  individual  spending  cut  is  minimal.  Conversely,  the  direct 
beneficiaries  and  administrators  of  any  spending  program  have  a  tremendous 
amount  at  stake  in  the  outcome  of  a  debate  over  funding  of  their  program. 
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While  all  Americans  who  stand  to  gain  if  a  program  is  cut  stand  idly  by,  the  bene- 
ficiaries of  that  program  mount  focused,  intense  lobb3ang  campaigns,  often  involving 
political  donations.  Ultimately,  the  limited  special  intents  win,  the  deficit  mounts, 
and  spending  remains  unfettered.  The  result  is  a  budget  that  has  been  consistently 
unbalanced  for  24  straight  years. 

Contrary  to  rhetoric,  Congress  and  the  President  cannot,  or  will  not,  balance  the 
budget  on  their  own.  They  are  faced  with  tremendous  pressures  against  cutting 
spending,  and  rarely  rewarded  for  decreasing  the  budget.  This  means  that  the  24 
year  legacy  will  only  continue.  How  much  longer,  Mr.  Chairman,  will  it  be  until  debt 
service  reaches  60  percent  of  the  budget?  How  long  will  it  be  until  entitlements  suck 
every  dollar  of  tax  revenues  and  still  demand  more?  How  long  will  it  be  until  the 
United  States  can  no  longer  attain  the  credit  it  has  been  lavishing  on  itself?  Will 
it  be  when  we  can  literally  borrow  no  more? 

Our  current  fiscal  crisis  is  severe,  and  in  need  of  immediate  attention.  The  single 
farthest  reaching  step  Congress  can  take  is  to  propose  and  send  to  the  states  to  rat- 
ify a  Constitutional  amendment  requiring  a  balanced  federal  budget. 

There  are  several  escape  mechanisms  built  into  S.J.  Res.  41  in  order  to  provide 
flexibility  and  to  allow  Congress  to  address  unforeseen  demands  on  the  budget.  For 
example,  the  entire  provision  would  be  waived  in  the  event  of  a  declared  war.  Addi- 
tionally, Congress  could  authorize  a  specific  amount  of  deficit  spending  with  a  60 
percent  vote.  Moreover,  the  amendment  does  not  stipulate  how  the  budget  must  be 
balanced. 

Mr.  Chairman,  it  is  probably  impossible  to  craft  a  balanced  budget  amendment 
that  would  please  all  critics  throughout  the  ideological  range.  I  am  sure  that  my 
perfect  amendment  would  differ.  Accordingly,  it  is  easy  to  identify  minor  criticisms 
of  S.J.  Res.  41. 

Criticisms  notwithstanding,  S.J.  Res.  41  will  impose  fiscal  discipline  and  account- 
ability on  the  institution  of  Congress.  If  Congress  feels  that  a  certain  level  of  deficit 
spending  is  necessary,  then  it  must  go  on  record  to  deficit  spend.  The  public  has 
become  disenchanted  with  Congress  for  several  reasons — a  primary  one  of  which  is 
the  lack  of  accountability  members  assume  for  the  state  of  national  affairs.  Beyond 
establishing  a  direct  Constitutional  relationship  between  federal  receipts  and  ex- 
penditures, a  balanced  budget  amendment  will  place  accountability  upon  individual 
members  of  Congress  on  all  fiscal  matters. 

WHY  CONGRESS  SHOULD  ACT  NOW 

Not  only  have  I  been  converted  to  supporting  the  balanced  budget  amendment, 
I  am  a  strong  advocate  of  getting  it  done  now  through  either  of  the  two  means. 
First,  of  course,  is  through  the  Congress  adopting  such  an  amendment  and  sending 
it  to  the  states  for  ratification.  The  second,  is  through  the  Article  V  convention  call. 

As  you  know,  32  states  have  called  for  a  Constitutional  convention  on  the  bal- 
anced budget  amendment.  This  is  just  shy  of  the  necessary  34.  Frankly,  that  should 
be  a  strong  enough  signal.  It  would  be  political  suicide  for  Congress  to  allow  a  Con- 
stitutional convention  to  draft  a  balanced  budget  amendment.  Constitutional  con- 
ventional delegates  would  be  elected  from  every  congressional  district  in  the  coun- 
try, and  many  of  them  would  certainly  run  for  Congress  after  completing  work  on 
the  balanced  budget  amendment  that  Congress  refused  to  pass.  I  know  of  several 
state  legislators  who  reached  office  because  of  their  work  at  a  state  constitutional 
convention.  The  same  thing  would  happen  in  Congress. 

Further,  a  Constitutional  convention  would  make  the  ultimate  failure  of  Congress 
to  respond  to  the  people  it  represents.  Is  our  government  for  the  people?  Or,  is  it 
for  elected  officials  and  special  interests?  The  polling  data  clearly  supports  the  con- 
cept of  a  balanced  budget  amendment.  The  people  want  it,  and  Congress  is  standing 
in  the  way. 

Fears  of  "runaway  conventions"  are  unfounded.  The  process  is  multi-step,  and 
anything  a  Constitutional  convention  adopts  still  must  be  ratified  by  the  legislatures 
of  38  states.  Even  in  the  bizarre  and  unlikely  event  that  a  Constitutional  convention 
adopted  a  radical  rewrite  of  the  Constitution,  the  states  would  simply  not  ratify  it. 

In  short,  Mr.  Chairman,  the  time  is  ripe  both  economically  and  politically  for  Con- 
gress to  adopt  S.J.  Res.  41  and  send  the  states  a  balanced  budget  amendment  to 
ratify.  Not  only  would  this  mark  a  serious,  honest,  sincere  attempt  by  Congress  to 
deal  with  the  harmful  deficits  and  debt,  it  would  also  set  us  off  on  a  course  of  long- 
term  economic  strength  and  growth.  It  is  unfortunate  that  we  have  fallen  to  this 
level  before  seriously  considering  the  real  solution.  It  it  my  hope  that  Congress  will 
not  let  the  situation  deteriorate  further. 
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Senator  SiMON.  Our  next  witness  is  Robert  Myers,  the  former 
Deputy  Commissioner,  Social  Security  Administration,  and  former 
Chief  Actuary. 

STATEMENT  OF  ROBERT  J.  MYERS,  FORMER  DEPUTY  COMMIS- 
SIONER AND  CHIEF  ACTUARY,  U.S.  SOCIAL  SECURITY  AD- 
MINISTRATION 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

I  am  very  pleased  to  have  this  opportunity  of  expressing  my  sup- 
port for  the  balanced-budget  amendment.  As  you  know,  I  worked 
for  the  Social  Security  Administration  for  some  37  years.  I  am  very 
proud  to  have  done  so.  I  think  it  has  been  a  very  successful  pro- 
gram, and  I  think  it  will  continue  to  be  so.  And  I  will  continue  to 
do  everything  I  can  to  assure  that  Social  Security  fulfills  its  prom- 
ises and  goals,  not  only  next  year  and  the  year  after,  but  for  dec- 
ades to  come  long  after  I  have  passed  away  from  this  Earth. 

I  realize  that  at  the  present  time  and  in  recent  years  there  has 
been  a  considerable  lack  of  public  confidence  in  the  long-range  via- 
bility of  the  Social  Security  System,  but  I  do  not  believe  that  this 
is  really  justified.  Changes  within  the  program  can  readily  be  made 
in  the  future  to  assure  viability,  and  this  can  be  done  well  in  ad- 
vance and  planned  so  as  to  have  a  smooth  transition  and,  thus, 
lessen  the  pain. 

Social  Security  has  been  fully  self-supporting  from  the  payroll 
taxes  over  the  years,  and  I  think  it  will  continue  to  be  so,  if  the 
rest  of  the  Federal  Government  acts  with  fiscal  prudence,  as  I 
think  would  result  if  your  amendment  to  the  Constitution  were  en- 
acted. 

The  fund  balance  of  the  Social  Security  System  now  is  almost 
$400  billion.  This  is  invested  in  government  bonds  that  are  part  of 
the  national  debt  and  show  up  therein,  and  they  bear  an  equitable 
interest  rate.  This  fund  has  been  built  up  by  excesses  of  income 
over  out-go  in  the  past,  not  in  every  year,  but  in  most  years  it  was 
an  excess  of  income  over  out-go,  which  some  people  incorrectly  call 
surplus.  Certainly  from  an  accounting  standpoint,  it  is  not  a  sur- 
plus, it  is  just  excess  of  income  over  out-go. 

The  operations  of  the  Trust  Funds  would  under  the  amendment 
be  included  in  the  computation  of  the  budget  deficit.  Thus,  it  is 
easier  for  the  requirement  to  be  met  at  least  in  the  next  10  to  15 
years,  because  it  is  virtually  certain  that  Social  Security  will  have 
an  excess  of  income  over  out-go  for  that  period  of  years.  Thereafter, 
there  may  be  some  problems.  These  can  be  addressed,  and  a  num- 
ber of  people  are  seriously  considering  what  to  do  over  the  long 
range  to  bring  the  system  into  balance.  But  certainly  for  some 
years  to  come,  there  will  surely  be  annual  excesses  of  income  over 
out-go  of  $50  to  $100  biUion. 

Now,  even  though  the  Federal  budget  is  in  balance  if  it  is  com- 
puted this  way,  I  think  it  should  be  recognized  that  the  national 
debt  will  still  rise.  The  reasons  for  this  is  any  excess  income  over 
out-go  of  the  Social  Security  Trust  Funds  is  invested  in  government 
bonds.  If  the  Social  Security  System  did  not  have  these  excesses, 
other  people,  the  general  public  would  have  to  buy  the  bonds.  So 
the  excess  of  income  over  out-go,  the  Social  Security  System  does 


102 

not  really  reduce  the  national  debt  at  all.  The  national  debt  is 
there  just  the  same. 

If  the  Social  Security  System  were  not  considered  in  the  com- 
putations of  the  requirement  to  balance  the  budget,  the  fiscal  re- 
straints would  have  to  be  even  stronger  than  they  would  be  under 
the  amendment  the  way  it  is  written.  Nonetheless,  the  proposal 
goes  a  long,  long  way  toward  restoring  fiscal  integrity. 

Now,  I  should  point  out  that  there  is  a  smoke  and  mirrors  sort 
of  effect  of  considering  budget  balance  in  this  way,  and  I  would  like 
to  give  you  two  examples  of  this. 

In  the  recent  OBRA  1993,  two  changes  were  made  that  went  to- 
ward meeting  the  so-called  $496  bilUon  of  deficit  reduction  in  the 
next  5  fiscal  years.  One  of  these  was  to  increase  income  taxes  on 
Social  Security  benefits.  But  unlike  other  income  taxes  or  increases 
income  taxes,  the  money  will  not  stay  in  the  general  fund.  Instead, 
rather  anomalously,  it  will  be  given  back  to  the  Hospital  Insurance 
Trust  Fund.  The  Hospital  Insurance  Trust  Fund  then  will  buy  gov- 
ernment bonds  with  it  that  otherwise  would  have  been  bought  by 
other  people.  And  although  the  budget  deficit  under  this  concept  is 
shown  as  being  reduced,  it  has  no  effect  whatsoever  on  the  national 
debt. 

The  other  example  deals  in  a  somewhat  similar  manner  with  re- 
moving the  maximum  taxable  amount  for  the  hospital  insurance 
payroll  taxes.  I  have  just  written  a  paper  that  has  just  been  pub- 
lished on  this  subject,  and  it  is  entitled  "The  Role  of  Social  Security 
in  the  Smoke-and-Mirrors  Budget  Deficit,"  and  I  would  request  per- 
mission to  include  it  in  the  record. 

Senator  SiMON.  It  will  be  included  in  the  record. 

[The  article  referred  to  follows:] 
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of  Social 

Security 

in  the 

Smoke-and-Mirrors 

Budget  Deficit 


by  Robert  J.  Myers 


►  The  size  of  the  federal  budget 
deficit  is  significantly  understated 
by  a  "smoke-and-mirrors"  con- 
ceptualization of  the  deficit.  -4 


Perliapslhemajorproblemconfronlinglliis 
country  is  lheniammolh(and  almoslcon- 
linuallygrowingjbudgetdeficilsoflhercd- 
cral  government  that  have  been  occurring 
in  the  past  two  decades.  And  to  make  mat- 
terseven  worse,  those  who  have  the  fiscal  respon- 
sibihties  in  this  area  usually  use  a  "smoke-and- 
mirrors"  concept  ofthe  budget  deficit  that  sig- 
nificantly understates  its  real  size.  This  is  done 
by  considering  the  unified  income  and  outgoop- 
erationsoflhe  federal  government,  including  both 
on-budgctilcmsandotr-budgetitemssuchasthe 
ope rationsof  the  Social  Security  trust  runds(in- 
cludingthctwoMedicarctrustfunds.onc  for  Hos- 
pital Insuranceand  theotherrorSupplcmentary 
Medical  Insurance). 

It  is  my  contention  that  the  real  budget  def- 
icit in  any  year  is  merely  the  increase  in  the  na- 
tional debt  from  the  end  ofthe  previous  year  to 
theend  ofthe  current  year.  This  simple,  straight- 
forward approach  is  what  is  applicable  to  each 
ofus  in  our  day-to-day  living(not  counting  debts 
that  arc  incurred  to  purchase  real  property,  such 
as  a  home,  whose  value  is  an  olTset  against  the 
debt  incurred — an  element  that  is  not  of  major 
importance  in  the  operations  of  the  federal  gov- 
ernment because  capital  acquisitions  are  neither 
relativelylaigenorvolatile).Thedataforlhesmoke- 
and-mirrorsdeficitsandforthe  national  debt  arc 
obtained  from  Economic  Rcporiof the  President, 
Transmitted  tolhcCongress.  February  I992{\}.S. 
Government  Printing  Office)  (Table  B-74)and 
Budget  ofthe  U.S.  Government  for  FY  1 993.  Sup- 
plemeni  (February  1 992){On\cco(M3nzgcn\cni 
and  Budget,  U.S.  Government  Printing  Office) 
(Tablc7.l).Thel992dataweredircctlyoblaincd 
from  the  Orfice  of  Management  and  Budget. 

Figure  I  showsthcrea/budget deficits ascom- 
pared  with  the  smoke-and-mirrors  ones  for  var- 
ious fiscal  years  dating  back  to  1 940.  These  are 
expressed  in  terms  of  1 992  dollars,  adjusted  us- 
ing the  CPI(U).  It  is  noteworthy  that,  based  on 
t  he  real  budget  deficit  concept ,  deficits  occu  rred 
in  all  but  SIX  years  ofthe  53-year  (jeriod.  Under 
thesmoke-and-mirroRbas  is,  there  werecight  years 
when  a  surplus  was  shown — in  1949  and  I960, 
small  surpluses  as  against  small  real  deficits. 

The  real  budget  deficits  were  larger  than  the 
smoke-and-mirrorsones  in  almost  all  years,  the 
exceptions  being  1940, 1946, 1947, 1959, 1961 
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FIGURE  1 


ResI  Budget  Deficits  and  "Smoke-and-Minors"  Budget  Deficits,  in  1992  Dollars. 
Fiscal  Years  1940-1992  (dollars  in  billions) 
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Notes:  Figures  for  1 976  include  transitional  quarter  (July-September  1976).  but  arc  transformed  to  an  annualized  basis.  Negative  points  are  bud- 
get surpluses. 


and  1 964  (allhougli  IhcdilTercnces  in  those  years 
were  not  large).  Very  sizable  excesses  of  the  real 
budget  deficits  over  thesmoke-and-mirrorsones 
occurred  in  the  World  War  1 1  yearsof  1 943- 1 94  5 
and  in  1 985  and  after.  As  will  be  discussed  sub- 
sequently, a  large  part  of  the  differences  from 
1985  on  were  due  to  the  method  of  treatment 
of  theopcrationsof  the  Social  Security  trust  fuiid.s. 

In  1 943- 1945,  the  excesses  of  the  rca/budBct 
deficits  over  the  sinoke-and-mirrors  ones  aver- 
aged about  $80  billion  a  year  (in  1 992  dollars), 
orabout  20%  relatively.  In  1 986- 1 992,  such  an- 
nualexcesscs  ranged  between  $94  billion  and  $128 
billion  (in  1 992,  $  1 1 4  billion)  and  were,  on  av- 
erage, about  52%  relatively  (in  1992,  39%).Ccr- 
tainly,lllisshowsthcmislcadingnatureofthcwidc- 
spreadconventionalwayofstalingthebudgctdof- 
icits,  especially  in  the  past  decade. 

Still  another  way  of  looking  at  the  budget  sit- 
uation is  to  coinpulc  what  the  national  debt  at 
the  end  of  1 992  would  have  been  if  the  real  bud- 
get deficits  had  been  the  well-publicized  smokc- 
and-mirrorsoncs,  beginning  with  1 940.  The  sum 
of  the  smoke-and-m  i  rrors  deficits  ( in  current  dol- 
lars) for  that  period  is  $2, 962  bill  ion.  This  when 
added  to  the  national  debt  at  the  beginning  of 
1940($48billion)givcs  $3,010  billion,  which 


is  $993  billion  (or  25%)  less  than  the  actual  fig- 
ure of  $4,(X)3  billion.  A  very  significant  differ- 
ence indeed! 

Now,  let  us  examine  in  more  detail  the  role 
that  the  Social  Security  trust  funds  play  in  such 
deceptive  port  rayal  oft  he  federal  budget  deficits. 
Although  some  other  programs  contribute  to  this 
deception,  the  Social  Security  program  is  by  far 
the  most  important  in  this  respect. 

The  law  provides  Ihat  the  Social  Security  trust 
funds  can  make  investments  in  only  two  ways — 
in  securiticsof  the  federal  govcniment  and  in  semi- 
govemmcnlalsccuritics(fedcrally  sponsored  agency 
issues).  The  sccuritiesofthe  federal  government 
canbceithcrregularniarkelablesecurities(bouglit 
on  the  open  market  or  at  i.ssue  when  offered  to 
thegencralpublic)or,so-calledspccial  issues,  which 
arc  not  marketable.  The  vast  majority  of  the  in- 
vestments have  always  been  in  special  issues. 

The  lalterdifferonly  slightly  from  regular  mar- 
ketable issues.  I  hey  similarly  have  fixed  matu- 
rity dales  ami  carry  an  interest  rate  that  is  de- 
lerniined  when  they  arc  issued  as  a  fair  long-term 
rate  (varying  from  month  to  month,  depending 
on  date  of  issue) — namely,  the  average  market 
yield  on  all  marketable  interest  bearing  U  S  ob- 
ligal  ions  thai  arc  not  due  or  callable  foral  least 
four  years.  Where  the  special  issuesdiffer,  how- 
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ever,  is  that  they  are  redeemable  at  par  at  any 
time,  which  can  be  an  ad  vantage  or  a  disadvan- 
tage, dependingon  financial  market  conditions 
(i.e.,  whether  current  interest  rates  are  high  or 
low  as  compared  with  those  when  the  special  is- 
sue was  purchased  by  the  trust  funds).  On  bal- 
ance, this  feature  isan  advantage,  because  in  prac- 
tice whenever  rcdempt  ions  before  the  stated  ma- 
turities are  made,  they  are  done  from  the  low- 
est interest  rale  securities  first  But  the  most 
important  similarity  is  that  the  special  issues  are 
counted  into  the  national  debt.  Just  as  the  "reg- 
ular" issues  are. 

As  for  federally  sponsored  agency  issues,  the 
trust  fundsare  permitted  to  purchase  these  as  long 
as  their  principal  and  interest  is  guaranteed  by 
the  federal  government.  However,  this  form  of 
investment  has  only  infrequently  been  used  by 
the  trust  funds — in  fact,  not  at  all  before  1967 
or  after  1988.  Even  when  such  investments  (for 
example. obligalionsof  the  Federal  National  Mort- 
gage Associal  ion  when  l  licy  were  so  guaranteed, 
orof  the  Government  National  Mortgage  Asso- 
ciation) were  held,  they  never  represented  more 
than  3%  ofthe  assets  of  any  trust  fund  and  usu- 
ally only  2%or  less.  In  the  followinganalysis,  these 
agency  issues  are  not  considered,  because  they 
are  not  part  ofthe  national  debt. 


Figure  2  shows  the  proportion  ofthe  rca/ an- 
nua] budget  deficit  ofthe  federal  government  that 
was  financed  by  the  fourSocial  Security  Irust  funds 
combined  in  the  47  years  when  such  deficits  oc- 
curred (i.e. .disregarding  the  six  years  when  there 
were  surpluses).  This  proportion  is  merely  the  net 
growth  in  the  combined  assets  of  the  trust  funds 
as  a  percentage  of  the  rca/ federal  budget  deficit. 
Tliedatafortheoperationsoftlietrust  funds  were 
obtained  from  the  various  annual  reports  of  the 
boards  oflrusteesofthese  trust  funds  (published 
as  House  documents  by  the  U.S.  Government 
Printing  Office). 

In  12  years(l959-l960, 1962-1963,  1966 and 
1 976- 1 982).  the  combined  assctsof  the  Irust  funds 
decreased,  and  so  none  ofthe  budget  deficit  was 
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FIGURE  3 


Pmportion  of  National  Debt  That  Is  Held  by  Social  Security  Tnjst  Funds,  at  End  of  Fiscal  Year 
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financed  by  them.  In  1 949,  all  ofthe  small  budget 
deficit ($.6 billion  in  l992dollars)wasfinancedby 
the  trust  funds,  and  the  remainder  of  the  increase 
in  theircombined  assets,  ineffect.repurchased  gov- 
ernment obligations  held  by  the  general  public. 

Inanumberofyearsinthe  1 950s and  1970s, 
the  proportion  ofthe  budget  deficit  financed  by 
the  trust  funds  wascloseto40%.  After  1982,  with 
the  1 983  amendments  helping  to  solve  the  finan- 
cial crisisof  the  Old-Age,  Survivors,  and  Disabil- 
ity Insurance  program  (OASDI)  and  strengthen- 
ing the  financing  ofthe  Medicare  Hospital  In- 
surance program,  the  proportion  gradually  in- 
creased, rising  to  slightly  over  20%  in  1988-1990 
and  about  16%  in  1991-1992. 

Finally,  let  us  examine  the  proportion  ofthe 
national  debt  that  was  held  by  thecombined  trust 
funds  at  the  end  of  various  past  fiscal  years.  Fig- 
ure 3  shows  that  this  proportion  was  about  4% 
in  the  middle  of  World  War  II,  fell  to  2.5%  by 
the  end  ofthe  war  and  then  rose  steadily,  peak- 
ing at  8.3%  in  1 957.  Thereafter,  as  the  OASDI 
trust  funds  declined  slowly,  it  decreased  to  6. 1  % 
in  1966.  and  then,  as  the  Medicare  trust  funds 
began  operations  and  the  OASDI  trust  funds 
slowly  rose,  theproportionrosesteadilyto  1 1.2% 
in  1 974.  Once  again,  as  the  OASDI  trust  funds 


declined,  the  proportion  fell  precipitously  after 
1974,  reaching  only  3.7%  in  1983-1985. 

Since  1985,  with  the  sizable  buildup  of  the 
OASDI  trust  funds,  the  proportion  grew  rapidly, 
reaching  1 1.5%  in  1 992.  They  are  still  growing 
and  likely  to  do  so  for  many  years  under  the  fi- 
nancingprovisionsofpresentlaw.  Itisthistrend, 
as  well  as  the  deceptive  nature  ofthe  smoke-and- 
mirrors  presentation  ofthe  federal  budget  def- 
icit, that  has  caused  Senator  Daniel  Patrick  Moy- 
nihan  to  advocate  pay-as-you-go  financing  for  the 
OASDI  program. 

Some  budgeleers,  in  defense  of  their  smoke- 
and-mirrors  concept  ofthe  budget  deficit,  assert 
that  the  fiscal  and  economic  situation  is  the  same 
in  the  following  two  cases.  Under  the  first  case, 
the  Social  Security  trust  funds  have,  in  a  year,  an 
excessofincomeoveroutgoof$60billion  (which 
is  invested — i.e.,  recorded — ingovemmentbonds). 
Under  the  second  case,  the  Social  Security  tax 
rates  arc  reduced  to  the  extent  that  the  income 
and  outgo  of  the  trust  funds  are  in  exact  balance, 
and  income  tax  rates  are  raised  to  produce  $60 
billion  more  of  income  taxes.  In  the  first  case,  the 
national  debt  is  unaffected,  while  in  the  second 
case  it  is  $60  billion  lower  than  it  would  other- 
wise be. 
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The  budgetcers  assert  Ihat  the  federal  govern- 
ment is  in  the  same  p>osition  budgctwise  under 
both  cases.  And  so  it  is  from  a  short-term  basis! 
However,  over  the  long  range,  the  situation  isquite 
different.  At  some  point,  the  trust  funds  may  need 
money  and  will,  under  the  first  case,  redeem  the 
$60  billion  of  bonds  (and  also  the  interest  that 
has  accumulated  on  them,  represented  by  addi- 
tional bonds);  this  can  only  be  done  by  new  gen- 
eral taxes  at  that  time  or  by  selling  new  bonds  to 
ihegeneral  public.  Under  the  second  case,  increased 
payroll  taxes  wilt  have  to  be  levied  at  that  time — a 
far  difTerenl  situation! 

Lastly,  let  us  examine  how  die  budget  deficit 
package  (Omnibus  Budget  Reconciliation  Act  of 
1 993)  enacted  in  August  1993  was  constituted, 
in  part, ofsniokc-and-niirrorsclcnicnls  in  the  So- 
cial Security  and  Medicare  areas.  This  legislation 
is  supposed  to  consist  or$496  billion  of  deficit 
reductions  over  the  next  five  fiscal  years,  about 
equally  divided  between  spending  cuts  and  tax 
increases.  (Il  is  difficult  at  timesloclassify  some 
changes  as  to  whether  i  hey  arc  spending  cuts  or 
lax  increases;  for  example,  the  budgeteers  cate- 
gorize the  increased  income  taxes  on  Social  Se- 
curity benefits  as  spending  cuts.) 

The  proceeds  from  the  increased  income  taxes 
on  Social  Security  benefils($24.6  billion overthe 
five-year  period)  are  given  to  the  Hospital  1  nsur- 
ance  trust  fund,  which  thereby  will  have  a  corre- 
sponding increase  in  its  invested  assets  (in  gov- 
ernment bonds,  which  would  otherwise  have  had 
to  be  purchased  by  the  general  public).  The  size 
ofthe  national  debt  will  not  be  red  uccdbyone  penny 
by  this  so-called  budget-deficit  reduction — truly 
another  smoke-and-mirrors  act  ion!(lt  may  be  noted 
Ihat  the  House  version  ofthe  bill  quite  properiy 
leQ  the  receipts  from  the  increased  income  taxes 
on  benefilsinthe  general  fund — and  so  would  have 
produced  a  real  budget  deficit  reduction.) 

Theelimination  of  the  maximum  taxableeam- 
ings  base  for  the  Hospital  Insurance  program  like- 
wise involved  smoke-and-mirrors  effects.  The 
increased  payroll  tax  incomeof$29.2  billion  over 
the  five-year  period  is  shown  as  a  budget  def- 
icit reduction,  even  though  il  did  not  represent 
a  real  deficit  reduction.  Rather,  there  will  be  only 
the  purchase  by  the  Hospital  I  nsurance  t  rust  fund 
of  that  much  of  Ihe  debt  ofthe  federal  govern- 
ment, which  wouldotherwisc  have  been  purchased 
by  the  general  public!  he  aggregate  national  debt 
will  not  be  affected  at  all. 


Oneolher  part  of  the  legislation  isofasmoke- 
and-mirrorsnatureeven  though  itadmittedly  had 
an  adverseeffecl  on  the  budget  deficit — namely, 
the  elimination  ofthe  employer  Social  Security 
and  Medicare  payroll  taxes  on  tips  of  employ- 
ees (other  than  the  portion  of  such  tips  as  makes 
up  the  difference,  if  any,  between  the  legal  min- 
imum wage  and  the  salary  actually  paid  by  the 
employer).  Actually,  the  employers  pay  the  em- 
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ployertaxesontipsbut  later  rcceivea  full  refund 
at  the  expense  ofthe  general  fund  (i.e.,  the  gen- 
eral taxpayers).  The  budget  deficit  increases  by 
S 1 .0  billion  over  the  five-year  period  (as  well  as 
the  national  debt)  as  a  result  of  this  provision, 
which  iscontained  in  a  "budget  deficit  reduction" 
bill!  Further,  a  strange  legislative  procedure  oc- 
curred in  that  such  change  was  not  contained  in 
either  the  House  or  Senate  version  oflhe  bill,  but 
rather  was  inserted  in  the  conference  process.  This 
possibly  was  done  to  gain  the  support  of  a  mem- 
ber (or  members)  who  strongly  wanted  this  pro- 
vision but  who  were  wavering  as  to  general  sup- 
port ofthe  bill. 

In  conclusion,  this  article  has  demonstrated 
that  the  ri-a/budget  deficits  of  the  fedcralgovern- 
mcntarcsignificantlyhigher(byasmuchas$125 
billion  each  year,or  50%  relatively)  in  recent  years 
than  the  smoke-and-mirrors  versions  that  arc 
widely  disseminated  in  discussions  ofthe  bud- 
get deficit  situation.  Also,  the  role  of  ihcOASDI 
and  Medicare  programs  in  financing  the  evcr- 
incurringdeficits  is  shown  lobe  very  significanl — 
in  recent  years,  meeting  as  much  as  20%  of  the 
rca/annual  deficits  and  currently  holdingalmost 
1 2%  of  the  national  debt.  ^ 
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Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Many  people  assert  that  budget  deficit  reduction  should  be  done 
by  the  Social  Security  System,  at  least  in  part,  and  I  think  there 
are  three  reasons  why  this  should  not  be  done. 

First  of  all,  as  I  indicated,  Social  Security  is  a  self-fmanced  sys- 
tem and  if  excess  of  income  over  out-go  is  increased,  this  merely 
is  used  to  purchase  government  obligations  that  people  otherwise 
would  have  bought,  so  that  it  does  not  stop  the  national  debt  from 
rising,  if  you  decrease  Social  Security  out-go. 

Second,  Social  Security,  as  I  said,  is  a  self-fmanced  system.  Over 
the  years,  its  budget  has  been  in  balance,  so  why  should  it  bear  the 
burden  of  balancing  the  budget  for  other  programs? 

Finally,  since  Social  Security  is  self-fmanced,  if  its  out-go  is  de- 
creased permanently,  say  at  the  extreme  you  reduce  benefits  by  10 
percent,  then  you  should  also  reduce  taxes  by  10  percent,  the  tax 
rate  that  goes  to  support  the  system  by  10  percent,  so  that  you  are 
really  back  where  you  started  from,  if  you  are  looking  at  it  for 
these  budget  deficit  calculations  on  this  basis. 

Some  people  claim  that  if  the  balanced-budget  amendment  were 
adopted.  Social  Security  benefits  would  be  reduced  in  one  way  or 
another  in  order  to  meet  the  requirements  thereof  I  think  some  of 
the  people  who  oppose  the  amendment  do  so  on  the  ground  that  So- 
cial Security  benefits  will  most  certainly  be  cut  because  of  the 
amendment. 

I  agree  that,  in  theory,  this  could  occur.  However,  on  grounds  of 
integrity,  logic,  and  fair  play,  I  strongly  doubt  that  it  would  ever 
be  done  or  even  seriously  suggested.  Certainly,  the  legislative  his- 
tory should  indicate  that  there  was  no  intention  of  so  doing,  that 
is  of  reducing  Social  Security  benefits  to  satisfy  the  requirements 
of  this  amendment. 

In  fact,  I  hope  and  I  believe  that  it  would  be  desirable  if  a  sense 
of  the  Senate  resolution  were  adopted  to  this  effect,  to  bolster  the 
legislative  background  that  there  is  no  intention  of  this  amendment 
cutting  Social  Security  benefits  and  being  an  indirect  tool  to  do  it. 

In  closing,  Mr.  Chairman,  I  certainly  think  that  regaining  control 
of  our  fiscal  affairs  is  the  most  important  step  that  we  can  take  to 
protect  the  soundness  of  the  Social  Security  System  over  the  long- 
run  future.  I  urge  that  the  Congress  adopt  this  amendment  so  that 
it  can  be  considered  by  the  States  and  be  made  part  of  our  Con- 
stitution. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Myers  follows:] 

Prepared  Statement  of  Robert  J.  Myers 

Mr.  Chairman  and  Members  of  the  Subcommittee:  My  name  is  Robert  J.  Myers. 
I  served  in  various  actuarial  capacities  with  the  Social  Security  Administration  and 
its  predecessor  agencies  during  1934-70,  being  Chief  Actuary  for  the  last  23  of  those 
years.  In  1981-82,  I  was  Deputy  Commissioner  of  Social  Security,  and  in  1982-83, 
I  was  Executive  Director  of  the  National  Commission  on  Social  Security  Reform.  In 
1983-85,  I  was  Chairman  of  the  Railroad  Unemployment  Compensation  Committee, 
and  in  1987-90,  I  was  Chairman  of  the  Commission  on  Railroad  Retirement  Reform. 

Currently,  I  am  a  member  of  the  congressional  Prospective  Payment  Assessment 
Commission  (which  deals  with  hospital  reimbursement  under  Medicare),  and  I  have 
been  appointed  by  the  Senate  Majority  Leader  as  a  member  of  the  Commission  on 
the  Social  Security  "Notch"  Issue.  Also,  I  am  Chairman  of  the  Board  of  Advisors  of 
the  Seniors  Coalition.  However,  my  testimony  today  is  solely  on  my  own  behalf,  and 
not  for  any  of  these  organizations. 
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The  Balanced  Budget  Amendment  would  establish,  in  general,  the  requirement 
that  total  outlays  of  the  Federal  Government  for  any  fiscal  year  after  1998  (or,  if 
later,  the  second  year  after  its  ratification)  could  not  exceed  total  receipts.  Borrow- 
ing and  repayment  of  debt  principal  would  not  be  counted  as  receipts  or  outlays. 
The  requirement  could  be  over-ridden  by  a  vote  or  three-fifths  of  both  the  Senate 
and  the  House  and  also  could  be  waived  in  times  of  war  or  military  conflict. 

I  am  pleased  to  have  this  opportunity  to  express  my  support  for  the  Balanced 
Budget  Amendment. 

For  the  37  years  that  I  worked  for  the  Social  Security  Administration,  I  strongly 
supported  the  program,  its  goals,  and  its  long-range  financial  viability.  I  continue 
to  do  all  that  I  can  to  assure  that  Social  Security  continues  to  fulfill  its  promises. 

The  Social  Security  program  is  one  of  the  great  social  successes  of  this  century. 
It  is  fully  self-sustaining,  and  is  currently  running  significant  excesses  of  income 
over  outgo.  The  trust  funds  will  continue  to  help  the  elderly  for  generations  to 
come — so  long  as  the  rest  of  the  federal  government  acts  with  fiscal  prudence.  Un- 
fortunately, that  is  a  big  "if." 

It  is  important  to  note  that  the  operations  of  the  Social  Security  trust  funds,  as 
well  as  other  trust  funds  such  as  the  Medicare  ones,  are  included  in  the  computa- 
tions of  the  budget  balance.  Considering  that  the  Social  Security  trust  funds  will, 
for  a  number  of  years  in  the  future,  have  sizable  excesses  of  income  over  outgo,  such 
inclusion  makes  it  easier  for  the  budget-balance  requirement  to  be  met. 

At  the  same  time,  however,  even  though  the  budget  may  be  in  balance  when  com- 
puted in  this  way,  this  does  not  necessarily  mean  that  the  National  Debt  will  not 
be  increasing.  The  reason  for  this  anomalous  situation  is  that  excesses  of  income 
over  outgo  in  the  Social  Security  trust  funds  result  in  their  owning  more  of  the  Na- 
tional Debt,  and  the  general  public  owning  less,  rather  than  any  reduction  in  it.  And 
the  National  Debt  owned  by  the  trust  funds  is  in  the  form  of  specific  public  debt 
issues,  bearing  a  reasonable  long-term  interest  rate. 

Thus,  if  the  budget  deficit  is  computed  in  this  manner,  the  fiscal  restraints  are 
not  as  strong  as  if  the  operations  of  the  Social  Security  trust  funds  were  not  consid- 
ered. Nonetheless,  the  proposal  goes  a  long  way  towaird  achieving  fiscal  soundness 
for  our  nation. 

An  outstanding  example  of  the  smoke-and-mirrors  nature  of  the  current  method 
of  computing  the  budget  balance  or  deficit  (as  the  case  may  be)  is  OBRA  of  1993, 
which  was  stated  to  produce  $496  billion  of  deficit  reduction  over  the  next  five  fiscal 
years.  Two  elements  thereof  are  worth  mentioning.  First,  the  proceeds  from  the  in- 
creased income  taxation  of  Social  Security  benefits  ($25  billion)  are  given  to  the 
Hospital  Insurance  trust  fund,  which  will  thereby  have  a  corresponding  increase  in 
the  government  bonds  that  it  holds — with  an  identical  decrease  in  such  bonds  held 
by  the  general  public,  and  so  the  size  of  the  National  Debt  is  not  reduced  by  one 
penny  thereby.  Second,  the  elimination  of  the  maximum  taxable  earnings  base  for 
the  Hospital  Insurance  program,  producing  $29  billion  of  additional  tax  income  for 
it  (and  thus  its  trust  fund  holding  that  additional  amount  of  government  bonds, 
which  otherwise  would  have  been  held  by  the  general  public),  is  similarly  decep- 
tively shown  as  a  budget  deficit  reduction. 

For  more  detailed  discussion  of  the  nature  of  the  widely-used  definition  of  budget 
deficits,  see  my  paper,  "The  Role  of  Social  Security  in  the  Smoke-and-Mirrors  Budg- 
et Deficit"  in  Benefits  Quarterly,  First  Quarter  1994,  which  I  request  be  included 
in  the  record. 

Many  people  assert  that  budget  deficit  reduction  should  be  accomplished  by  reduc- 
ing Social  Security  benefits  in  one  way  or  another.  There  are  several  reasons  why 
this  is  not  reasonable  or  a  valid  approach. 

First,  over  its  58-year  lifetime,  its  budget  has,  in  the  aggregate,  always  been  in 
balance,  so  that  it  is  not  the  cause  of  our  horrendous  budget  deficits  and  National 
Debt.  At  the  end  of  fiscal  year  1993,  it  had  an  accumulated  excess  of  income  over 
outgo  of  $366  billion,  invested  in  interest-bearing  government  bonds. 

Second,  as  brought  out  previously,  reducing  Social  Security  outgo  alone  would  not 
reduce  the  National  Debt,  but  would  merely  mean  that  more  of  it  would  be  held 
by  its  trust  funds,  and  less  by  the  general  public. 

Third,  because  Social  Security  is  a  self-supporting  program,  reducing  its  outgo 
should  really  result  in  action  to  reduce  correspondingly  its  tax  income.  And,  even 
under  the  widely-used  budget  deficit  concept,  there  would  be  no  resulting  effect. 

Still  other  people  claim  that,  if  the  Balanced  Budget  Amendment  were  adopted, 
Social  Security  benefits  would  be  reduced  in  one  way  or  another  in  order  to  meet 
the  requirements  thereof  I  agree  that,  in  theory,  this  could  occur.  However,  on 
grounds  of  integrity,  logic,  and  fair  play,  I  strongly  doubt  that  it  would  ever  be 
done — or  evenly  seriously  suggested.  Certainly,  the  legislative  history  should  indi- 
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cate  that  there  was  no  intention  of  so  doing.  In  fact,  I  beUeve  that  it  would  be  desir- 
able if  a  "sense  of  the  Senate"  resolution  were  adopted  to  this  effect. 

In  my  opinion,  the  most  serious  threat  to  Social  Security  is  the  federal  govern- 
ment's fiscal  irresponsibility.  If  we  continue  to  run  federal  deficits  year  after  year, 
and  if  interest  payments  continue  to  rise  at  an  alarming  rate,  we  will  face  two  dan- 
gerous possibilities.  Either  we  will  raid  the  trust  funds  to  pay  for  our  current  prof- 
ligacy, or  we  will  print  money,  dishonestly  inflating  our  way  out  of  indebtedness. 
Both  cases  would  devastate  the  real  value  of  the  Social  Security  trust  funds. 

Regaining  control  of  our  fiscal  affairs  is  the  most  important  step  that  we  can  take 
to  protect  the  soundness  of  the  Social  Security  trust  funds.  I  urge  the  Congress  to 
malce  that  goal  a  reality — and  to  pass  the  Balanced  Budget  Amendment  without 
delay. 

Senator  Simon.  Thank  you,  Mr.  Myers. 

How  long  were  you  Chief  Actuary  for  Social  Security? 

Mr.  Myers.  From  1947  until  1970. 

Senator  SiMON.  So  23  years  you  were  Chief  Actuary. 

Mr.  Myers.  Yes,  sir. 

Senator  Simon.  How  long  were  you  Deputy  Administrator? 

Mr.  Myers.  Two  years,  and  then  I  became  the  Executive  Director 
of  the  National  Commission  on  Social  Security  Reform,  which  was 
chaired  by  Mr.  Volcker's  successor  Alan  Greenspan,  which  was  a 
vivid  example  of  how  in  times  of  crisis  the  country  can  get  to- 
gether, the  Congress  can  get  together  and  forget  partisan  conflicts 
and  get  a  good  solution  to  the  problem  of  preventing  the  Social  Se- 
curity System  from  going  bankrupt,  and  at  the  same  time  spread- 
ing the  pain  of  it,  as  it  were,  around  more  or  less  evenly. 

Senator  Simon.  And  that  is  the  Commission  on  which  the  late 
Congressman  Claude  Pepper  took  a  very  active  role,  is  that  correct? 

Mr.  Myers.  Yes,  he  was  one  of  the  several  active  Members  from 
Congress,  Senator  Dole  was,  Senator  Heinz,  and  on  the  House  side 
Barber  Conable  and  Bill  Archer. 

Senator  Simon.  What  would  you  say  to  seniors  who  are  con- 
cerned about  Social  Security,  who  may  be  listening  to  our  words 
right  now?  Some  people  are  advocating  that  they  write  in  to  be 
against  the  balanced-budget  amendment.  You  would  tell  them  to 
write  in  in  support  of  the  balanced-budget  amendment,  if  they 
want  to  protect  Social  Security,  is  that  correct? 

Mr.  Myers.  That  is  correct,  absolutely.  I  think  that  the  system 
will  have  a  much  greater  likelihood  of  long-range  fiscal  viability,  if 
the  country  gets  the  rest  of  its  house  in  shape,  as  this  amendment 
would  certainly  be  a  strong  force  to  do  so. 

Senator  Simon.  There  are  two  dangers  that  I  sense  to  the  Social 
Security  Trust  Fund  that  we  will  face  if  we  do  not  have  this 
amendment.  One  will  be  that  we  will  just  dip  into  the  Social  Secu- 
rity Trust  Fund  to  take  care  of  other  needs,  and  the  second  is  that 
we  just  start  printing  money  and,  of  course,  that  devastates  the  So- 
cial Security  Trust  Fund.  Is  that  an  inaccurate  assessment  of  the 
perils? 

Mr.  Myers.  No,  I  think  that  is  accurate,  Mr.  Chairman.  But  I  do 
want  to  emphasize  the  fact  that  the  trust  funds  have  bought  close 
to  $400  billion  of  government  bonds,  and  it  does  not  mean  that  the 
money  was  stolen  or  is  not  there.  These  bonds  are  just  as  valid  as 
the  bonds  that  you  or  I  might  hold  or  anybody  in  the  general  pub- 
lic. But  there  are  the  dangers  such  as  really  happened  in  OBRA 
1993,  that  there  will  be  indirect  ways,  that  there  will  be  the  temp- 
tation to  take  the  money  out  of  the  trust  funds  in  some  indirect 


Ill 

manner  by  manipulation  of  what  you  do  with  income  taxes  on  ben- 
efits and  that  you  really  do  not  leave  in  the  general  Treasury  to 
balance  the  budget,  but  you  hand  them  back  and  that  sort  of  thing. 

Senator  Simon.  And  if  we  were  to  monetize  the  debt,  those  bonds 
become 

Mr.  Myers.  Even  though  Social  Security  benefits  are  indexed  for 
inflation,  if  there  was  rampant  inflation,  I  think  you  would  find 
that  the  beneficiaries  would  be  much  worse  off  They  might  get 
huge  increases  in  benefits,  but  they  would  be  getting  them  late  and 
they  would  always  sort  of  be  behind  the  eightball  as  far  as  that  is 
concerned. 

I  saw  this  last  summer  in  the  former  Soviet  Union,  where  there 
has  been  this  great  demonetization  of  the  currency.  The  Social  Se- 
curity benefits  have  been  increased  somewhat  to  keep  up  with  in- 
flation. There  are  provisions  to  do  that  on  an  automatic  basis,  but 
they  are  always  way  behind  the  actual  inflation,  so  that  is  the 
worst  thing  that  could  really  happen  to  the  beneficiaries,  if  we  do 
not  get  our  national  debt  under  control. 

Senator  Simon.  Mr.  Myers,  I  thank  you  for  your  courage  and  for 
all  you  have  done  for  Social  Security  through  the  years.  We  are 
very  grateful  to  you  and  we  are  grateful  for  you  bringing  your  wife 
along  with  you  today,  too.  Thank  you  very  much. 

Mr.  Myers.  Thank  you,  Mr.  Chairman. 

Senator  Simon.  Our  next  panel  is  composed  of  John  W.  Snow, 
who  chairs  the  Federal  Budget  Task  Force  for  the  Business  Round- 
table;  James  Clark,  chairman-elect  of  the  Financial  Executives  In- 
stitute, and  executive  vice  president  of  Western  and  Southern  Life 
Insurance  Co.;  Paul  R.  Huard,  senior  vice  president  of  policy  and 
communications  for  the  National  Association  of  Manufacturers;  and 
Jim  Irvine,  first  vice  president  of  the  National  Association  of  Home 
Builders. 

We  are  very  pleased  to  have  all  of  you  here.  Mr.  Snow,  let  me 
thank  you  particularly  for  your  leadership  in  all  of  this.  We  are 
grateful  to  you  for  that  leadership.  Let  me  call  on  you  first. 

PANEL  CONSISTING  OF  JOHN  W.  SNOW,  CHAIRMAN  AND  CHIEF 
EXECUTIVE  OFFICER,  CSX  CORP.,  ON  BEHALF  OF  THE  BUSI- 
NESS ROUNDTABLE;  JAMES  CLARK,  CHAIRMAN-ELECT,  FI- 
NANCIAL EXECUTIVES  INSTITUTE,  AND  EXECUTIVE  VICE 
PRESIDENT,  WESTERN  AND  SOUTHERN  LIFE  INSURANCE 
CO.;  PAUL  R.  HUARD,  SENIOR  VICE  PRESIDENT,  POLICY  AND 
COMMUNICATIONS  DIVISION,  NATIONAL  ASSOCIATION  OF 
MANUFACTURERS;  AND  JIM  IRVINE,  FIRST  VICE  PRESIDENT, 
NATIONAL  ASSOCIATION  OF  HOME  BUILDERS 

STATEMENT  OF  JOHN  W.  SNOW 

'     Mr.  Snow.  Thank  you  very  much.  Senator. 

For  the  record,  I  am  John  W.  Snow,  chairman  and  CEO  of  CSX 
Corp.,  a  global  transportation  company  located  in  Richmond,  VA. 
I  appear  on  behalf  of  the  Business  Roundtable,  a  business  associa- 
tion of  200  of  the  largest  companies  in  the  country  who  met  for  the 
purpose  of  debating  and  reviewing  and  acting  on  major  national 
public  policy  issues. 
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As  you  stated,  I  am  the  chairman  of  the  Fiscal  Budget  Task 
Force  of  the  Business  Roundtable,  and  we  appear  today,  Senator, 
in  strong  support  of  your  amendment.  The  Business  Roundtable 
has  long  been  deeply  concerned  about  the  trends  of  the  mounting 
Federal  debt  and  annual  deficits. 

While  much  progress  has  been  made  through  well-intentioned  ef- 
forts like  Gramm-Rudman,  the  1991  budget  accord  with  the  fire- 
walls and  the  caps  on  discretionary  spending  and  the  PAYGO  pro- 
visions, and  certainly  with  the  Budget  Reconciliation  Act  of  1993, 
where  the  administration  deserves  a  great  deal  of  credit,  despite  all 
of  this,  the  plain  fact  remains  that  we  have  an  underlying  struc- 
tural deficit  that  simply  does  not  go  away,  a  structural  deficit 
which  looms  even  larger  in  the  future,  a  structural  deficit  which  we 
feel  jeopardizes  the  economic  future  of  the  United  States  and  fu- 
ture generations.  It  imperils  our  economic  future. 

The  plain  fact  of  the  matter  is,  with  deficits  in  33  of  the  last  34 
years  or  34  of  the  last  35,  we  simply  are  not  coming  to  grips  with 
the  fundamental  problems,  as  many  others.  We  have  slowly  but 
surely  come  to  the  view  that  some  fundamental  change,  as  rep- 
resented by  your  amendment,  is  required  to  alter  effectively  the  in- 
stitutional arrangements  and  the  political  landscape  under  which 
fiscal  policy  and  fiscal  considerations  occur. 

The  question  often  asked  by  critics  of  your  amendment  go  some- 
thing like  this:  If  they  have  the  will,  why  don't  they  do  it  now?  I 
think  that  misses  a  fundamental  factor  in  the  whole  equation.  The 
constitutional  requirement  with  the  requirements  for  a  broad-based 
vetting  across  this  country,  if  it  carried — and  I  think  it  would — 
would  represent  a  broad-based  compact  on  the  part  of  the  Amer- 
ican people  to  change  the  game,  to  change  the  way  we  do  business. 
And  it  would  represent,  I  think,  a  fundamental  change  in  the  elec- 
toral process  as  well,  because  today  so  often  the  equation  for  suc- 
cess of  the  electoral  process  is  to  promise  a  lot  and  not  talk  about 
how  it  gets  paid  for,  to  deal  with  only  one  side  of  the  balance  sheet, 
to  deal  with  the  wheel  in  Governor  Lamm's  metaphor,  but  not  the 
brakes. 

This  broad-based  national  compact  would  represent,  I  think,  a 
dictate,  a  mandate  on  the  part  of  the  American  people  that  can- 
didates for  Congress,  that  officeholders  look  at  both  sides  of  the  po- 
litical balance  sheet. 

The  commitments  to  increase  programs,  to  expand  programs,  to 
lower  taxes,  and  then  the  other  side,  how  are  they  paid  for.  I  have 
submitted  a  rather  lengthy  statement,  Mr.  Chairman.  In  the  sake 
of  time  and  to  give  the  other  witnesses  plenty  of  time  to  express 
their  views,  I  will  stop  there  with  the  observation  that  we  urge 
support  of  your  amendment  and  support  it  strenuously. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Snow  follows:] 

Prepared  Statement  of  John  W.  Snow 

Mr.  Chairman,  my  name  is  John  W.  Snow.  I  am  chairman  and  chief  executive  offi- 
cer of  CSX  Corporation,  a  global  transportation  company.  I  am  testifying  this  morn- 
ing on  behalf  of  the  Business  Roundtable  in  support  of  Senate  Joint  Resolution  41, 
the  Balanced  Budget  Constitutional  Amendment. 

At  the  outset,  Mr.  Chairman,  I  would  like  to  thank  you  and  the  members  of  the 
subcommittee  for  the  opportunity  to  lend  the  support  of  the  Business  Roundtable 
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to  the  effort  to  have  the  Congress  pass  and  send  to  the  States  for  ratification  this 
important  amendment  to  our  Constitution.  The  Business  Roundtable  (BRT)  has  long 
supported  and  worked  for  budget  process  reforms  such  as  spending  caps  to  cover 
not  only  discretionary  spending  but  entitlements  as  well. 

The  Business  Roundtable  is  an  association  of  more  than  200  major  corporations 
represented  by  their  chief  executive  officers  who  focus  and  act  on  public  issues.  The 
Federal  Budget  Task  Force,  which  I  chair,  was  established  in  1983  as  Federal  budg- 
et deficits  became  an  issue  of  growing  concern.  The  Task  Force  examines  and  rec- 
ommends ways  to  restrain  Federal  spending  and  reduce  deficits. 

The  BRT  strongly  believes  that  the  basic  solution  to  the  budget  deficit  problem 
lies  in  getting  federal  spending  under  control.  Simply  stated,  the  budget  deficit  is 
a  central  problem  for  the  future  of  our  economy  and  passage  of  the  Balanced  Budget 
Constitutional  Amendment  is  necessary  to  help  address  this  problem. 

We  commend  you  for  your  leadership  in  what  has  been  a  long  fight  going  back 
over  ten  years.  It  seems  now  that  you  and  your  colleagues  are  close  to  victory,  and 
your  unswerving  determination  will  finally  prevail.  We  are  also  impressed  by  the 
broad  support  SJR  41  has  in  the  Senate  with  more  than  55  co-sponsors  from  both 
parties,  reflecting  every  facet  of  the  political  spectrum. 

The  Budget  Task  Force  of  The  Business  Roundtable  has  closely  followed  the  ef- 
forts of  the  Congress  and  the  Administration  to  bring  the  Federal  budget  into  bal- 
ance. We  applaud  the  real,  though  limited  progress  that  has  been  made  to  date  and 
we  certainly  welcome  the  economic  recovery  now  underway  I 

We  must  emphasize,  however,  that  passage  of  the  Balanced  Budget  Amendment 
remains  imperative  to  the  long-term  confidence  and  strength  of  the  nation's — and, 
indeed,  the  global  capital  markets. 

We  also  would  point  out  that  an  indication  of  how  serious  our  chronic  deficit  prob- 
lem has  become  is  the  very  fact  that  the  media  welcomes  a  deficit  projection  for  fis- 
cal year  '95  of  $186  billion  as  "good"  news  because  it  is  down  from  an  earlier  and 
even  worse  $296  billion  forecast. 

The  BRT  is  certainly  encouraged  that  this  short-term  trend  is  down,  and  that  the 
Congress  and  Administration  are  paying  serious  attention  to  the  budget  deficit.  We 
recognize  that,  in  part,  this  decline  is  the  result  of  the  economic  package  that  the 
Congress  passed  last  August. 

We  also  note  that  the  almost  40  percent  decline  in  the  projected  deficit  for  fiscal 
year  '95  is  due  in  part  to  the  sharp  recovery  of  the  economy  and  to  low  interest 
rates.  But,  as  every  member  of  Congress  knows  better  than  1,  budget  projections  can 
turn  around  very  fast  and  are  extremely  sensitive  to  underlying  assumptions.  A  1 
percent  change  in  the  economic  growth  rate  can  affect  the  deficit  by  $374  billion 
over  a  five  year  period.  A  1  percent  change  in  the  interest  rate  can  change  the  defi- 
cit by  $5  billion  in  the  first  year  and  by  $46  billion  in  the  sixth  year  of  a  budget 
projection. 

We  would  note,  as  well,  the  current  uncertainty  as  to  the  fiscal  impact  of  what- 
ever health  care  package  the  Congress  decides  to  pass.  Something  like  the  Clinton 
plan  will  have  a  large  but  not  yet  precisely  determined  impact  on  the  budget — at 
present  the  CBO's  and  the  Administration's  figures  differ  on  this  impact  by  $136 
billion  I 

Consequently,  we  would  urge  that  action  proceed  without  delay  on  the  Balanced 
Budget  Amendment.  We  believe  the  amendment  will  enhance  the  growing  willing- 
ness of  Congress  and  the  Administration  to  cut  lower  priority  spending  programs 
and  to  actually  eliminate  programs  that  no  longer  require  funding. 

In  this  connection,  the  President  is  to  be  commended  for  suggesting  the  termi- 
nation of  programs  with  expenditures  totalling  more  than  $3  billion  in  the  fiscal 
year  '95  budget.  In  our  view  we  can  and  should  do  more  than  $3  billion,  but  that 
is  a  good  beginning. 

However,  if  we  are  to  continue  to  make  needed  spending  cuts — almost  all  politi- 
cally difficult — the  moral  imperative  of  a  constitutional  amendment  offers  both  en- 
couragement to  Congress  and  the  Administration  and  a  structural  buttress  against 
loss  of  focus. 

For  those  who  are  concerned  with  public  understanding  of  SJR  41,  we  point  out 
that  before  this  proposed  amendment  can  be  added  to  the  Constitution,  it  will  have 
to  be  passed  by  a  two-thirds  majority  of  both  the  House  and  Senate  and  ratified 
by  the  legislatures  of  38  States.  The  States  are  allowed  7  years  to  accomplish  the 
ratification.  At  the  end  of  this  lengthy  process  there  certainly  will  have  been  a  na- 
tional referendum  on  the  Balanced  Budget  Amendment. 

Mr.  Chairman,  we  also  are  well  aware  that  opponents  of  this  amendment  have 
expressed  a  number  of  concerns  about  SJR  41  and,  while  it  is  not  my  purpose  today 
to  engage  in  a  running  debate,  I  would  like  to  address  two  issues  that  we  feel 
strongly  about. 
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The  first  concern  is  a  fear  that  a  Balanced  Budget  Amendment  will  surely  result 
in  either  Draconian  budget  cuts  or  dramatic  tax  increases.  Depending  on  which  op- 
ponent is  arguing,  we  are  told  that  Social  Security  will  be  slashed,  the  national  de- 
fense budget  will  be  unacceptably  reduced  or  that  taxes  will  jump  50  percent.  While 
we  would  agree  that  bringing  the  deficit  under  control  will  entail  very  tough  choices, 
the  extreme  scenarios  painted  above  are  based  on  the  assumption  that  the  Congress 
and  the  Administration  will  not  act  responsibly. 

We  simply  do  not  believe  that  the  (ingress  and  the  Administration  will  embark 
on  a  course  of  ham-handed  cuts  or  irresponsible  tax  increases.  If  you  look  at  the 
co-sponsors  of  the  amendment  in  the  Senate  you  see  liberals  and  conservatives.  Re- 
publicans and  Democrats,  all  of  whom  have  agreed  on  a  common  goal — to  balance 
the  Federal  budget — but  who  have  vast  disagreements  on  how  to  get  there. 

The  debate,  therefore,  on  reducing  deficits  will  have  all  perspectives  well  rep- 
resented— and  this,  frankly,  is  what  the  Balanced  Budget  Amendment  is  supposed 
to  do:  make  us  ask  when  choices  among  programs  are  to  be  made,  how  will  they 
be  paid  for? 

Year  in  and  year  out,  we  need  to  unavoidably  join  the  decision  to  spend  with  the 
responsibility  of  pajdng  for  that  spending.  Achieving  balance  will  be  very  tough — 
which  is  precisely  why  the  Balanced  Budget  Amendment  is  necessary  to  help  ensure 
responsible  governance  and  responsible  fiscal  policy. 

A  second  objection  we  have  heard  to  the  amendment  is  that  it  could  potentially 
paralyze  our  system  of  government  by  taking  the  appropriations  process  out  of  the 
control  of  the  Congress  and  the  Administration  and  throwing  the  federal  budget  into 
the  courts.  That  is  a  fairly  unnerving  prospect.  But  we  really  think  it  is  a  false  fear. 

In  the  first  place.  Section  6  of  the  amendment  specifies  that  the  Congress  "shall 
enforce  and  implement  this  article  by  appropriate  legislation."  We  expect  that  Con- 
gress will  prevent  frivolous  law  suits  by  deciding  who  has  standing  to  sue  in  the 
courts  to  enforce  it. 

But  rather  than  take  a  rigidly  legalistic  view  of  the  amendment,  we  are  once 
again  confident  that  the  Congress  and  the  Administration  will  live  up  to  the  spirit 
of  the  law  and  make  every  good  faith  effort  to  obey  a  constitutional  mandate  from 
the  American  people. 

Finally,  we  would  note,  there  is  the  escape  provision  which  would  permit  a  budget 
deficit  on  a  vote  by  two-fifths  of  both  the  House  and  the  Senate.  In  our  view,  there 
are  many  steps  that  can  and  would  be  taken  to  avoid  any  threatened  constitutional 
problems  due  to  passage  of  SJR  41. 

In  summary,  Mr.  Chairman,  the  BRT  believes  that  the  Balanced  Budget  Amend- 
ment will  put  a  necessary  and  constant  spotlight  on  the  federal  budget  process.  It 
will  force  informed  public  debate  on  tough  choices  between  programs  competing  for 
always  limited  resources. 

We  certainly  don't  view  the  Balanced  Budget  Amendment  as  a  panacea  for  all  the 
economic  or  political  problems  of  this  nation,  and  we  agree  that  it  should  not  be 
used  as  an  excuse  for  inaction  during  the  years  ahead  when  being  ratified  by  the 
states.  It  is,  though,  a  critically  important  tool  in  the  fight  to  reduce  budget  deficits 
and  control  the  skyrocketing  growth  of  our  national  debt. 

In  the  final  analysis,  it  provides  a  powerful  and  permanent  element  of  Constitu- 
tional support  to  the  members  of  Congress  and  the  President  as  they  struggle  to 
control  federal  spending  and  keep  our  national  economy  sound. 

Consequently,  on  behalf  of  the  Business  Roundtable,  I  strongly  urge  speedy  enact- 
ment of  SJR  41  by  the  Senate. 

Thank  you.  I  would  be  happy  to  take  questions. 

Senator  SiMON.  Thank  you. 

We  will  enter  your  full  statement  in  the  record,  as  well  as  the 
other  full  statements  in  the  record. 

Mr.  Clark,  we  welcome  you.  I  note  you  are  chairman-elect.  When 
do  you  officially  become  the  chairman? 

Mr.  Clark.  Today. 

Senator  SiMON.  All  right. 

Mr.  Clerk.  I  serve  a  term  from  mid-year  to  mid-year,  the  upcom- 
ing 1994-95  year. 

Senator  Simon.  We  welcome  you  as  the  new  chairman. 

STATEMENT  OF  JAMES  CLARK 

Mr.  Clark.  Thank  you. 
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My  name  is  James  Clark.  I  am  the  incoming  chairman  of  Finan- 
cial Executives  Institute  (FEI)  and  executive  vice  president  of  the 
Western  and  Southern  Life  Insurance  Co.,  in  Cincinnati. 

FEI  is  a  professional  association  of  14,000  senior  financial  execu- 
tives from  some  8,000  companies  throughout  the  United  States  and 
Canada.  I  am  pleased  to  be  here  today  to  offer  FEI's  strong  support 
for  S.J.  Res.  41,  an  amendment  to  the  Constitution  requiring  a  bal- 
anced budget. 

As  senior  financial  executives  in  FEI,  we  have  long  understood 
the  strategic  value  of  strong  financial  management.  One  of  the  pri- 
mary reasons  FEI  embraces  a  balanced-budget  amendment  is  that 
we  believe  it  finally  puts  a  spotlight  on  the  financial  mismanage- 
ment of  the  Federal  Government. 

For  the  past  decade,  FEI  has  fought  to  call  attention  to  the  holes 
in  Uncle  Sam's  pockets  created  by  financial  mismanagement.  Weak 
internal  controls,  unreliable  information,  and  antiquated  financial 
systems  result  in  billions  of  dollars  of  waste  and  make  the  Federal 
Government  a  ripe  target  for  fraud  and  abuse. 

That  is  why  FEI  worked  long  and  hard  to  pass  the  Chief  Finan- 
cial Officers  Act,  the  CFO  Act  of  1990,  which  specifically  addresses 
the  problems  of  financial  mismanagement.  Unfortunately,  the  CFO 
Act  has  not  been  a  high  priority  of  either  the  administration  or 
Congress,  and  we  believe  it  to  be  a  top  priority. 

We  see  the  balanced-budget  amendment  as  the  catalyst  that  will 
finally  force  Congress  to  balance  the  books  and  scrutinize  the  huge 
sums  of  money  that  are  being  lost  through  lax  financial  manage- 
ment practices.  We  are  not  talking  nickels  and  dimes.  Here  are  a 
few  recent  examples  of  fiscal  mismanagement  reported  by  the  Gov- 
ernment Accounting  Office: 

Weak  financial  controls  at  the  Department  of  Defense  have  con- 
tributed $40  billion  in  unneeded  inventories.  The  Bureau  of  Indian 
Affairs  has  had  annual  bookkeeping  mistakes  of  up  to  $95  million. 
The  Air  Force  recently  discovered  $649  million  of  accounting  errors 
that  had  accumulated  undetected  over  30  years.  The  State  Depart- 
ment cannot  track  the  cost  of  billions  of  dollars  worth  of  buildings 
it  owns  and  leases  around  the  world. 

These  numbers,  which  are  just  the  tip  of  the  iceberg,  should  per- 
suade every  American  to  support  the  balanced-budget  amendment. 

But  perhaps  more  unsettling  are  the  potential  horror  stories  that 
have  not  been  uncovered  yet.  At  a  recent  hearing,  my  own  State 
Senator,  John  Glenn,  chairman  of  the  Governmental  Affairs  Com- 
mittee, commenting  on  the  billions  of  dollars  of  mismanaged  money 
in  the  military,  stated:  "I'm  not  saying  it's  all  down  a  rat  hole,  but 
we  don't  know  what  portion  is  down  a  rate  hole,  and  that's  the 
problem." 

This  is  a  major  problem.  When  Charles  A.  Bowsher,  Comptroller 
General  of  the  United  States,  testified  before  Senator  Glenn's  com- 
mittee, he  said  the  Navy  had  made  $12.3  billion  in  unmatched  dis- 
bursements through  February  1992.  He  defined  these  disburse- 
ments as  payments  made  on  bills  that  may  already  have  been  paid. 
Mr.  Bowsher  squarely  attributed  the  multi-billion-dollar  mess  at 
the  Defense  Department  to  a  lack  of  strong  financial  leadership. 

By  passing  the  balanced-budget  amendment,  Congress  will  be 
forced  to  scrutinize  the  vast  inefficiencies  created  by  poor  financial 
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management  practices.  As  private  corporations  long  ago  learned, 
reliable  financial  management  systems,  strong  internal  controls, 
and  good  accounting  and  reporting  practices  are  absolutely  critical 
to  the  operation  of  any  organization.  These  basic  principles  of  fi- 
nancial management  must  be  vigorously  adopted  by  the  Federal 
Government. 

Unfortunately,  Congress  has  lacked  the  fiscal  discipline  to  con- 
trol Federal  spending.  The  balanced-budget  amendment  would  pro- 
vide the  necessary  discipline  for  Congress  and  the  administration 
to  make  the  difficult  decisions  with  respect  to  finally  curbing  Fed- 
eral spending. 

As  financial  executives,  we  know  too  well  the  ramifications  of  un- 
controlled spending.  In  business,  it  leads  to  bankruptcy;  in  govern- 
ment, it  leads  to  a  host  of  evils,  not  the  least  of  which  is  loss  of 
confidence  by  people  in  the  Government  itself. 

Mr.  Chairman,  I  want  to  thank  you  for  the  opportunity  you  have 
given  me  to  provide  the  subcommittee  with  the  views  of  Financial 
Executives  Institute. 

Senator  Simon.  We  thank  you  very  much  for  your  testimony. 

Mr.  Huard? 

STATEMENT  OF  PAUL  R.  HUARD 

Mr.  HUARD.  Thank  you  very  much,  Mr.  Chairman. 

I  am  pleased  to  be  here  today  to  present  the  strong  support  of 
nam's  more  than  12,000  manufacturing  members  for  your  con- 
stitutional amendment  to  require  a  balanced  budget.  Since  my 
statement  will  be  introduced  in  the  record,  I  will  engage  in  some 
extreme  paraphrasing. 

There  are  two  reasons  we  support  this.  One,  we  do  not  think  the 
present  situation  can  be  allowed  to  continue;  and,  two,  we  do  not 
think  anything  else  will  work.  The  reason  that  the  present  situa- 
tion basically  cannot  be  allowed  to  continue  are  probably  best  sum- 
marized in  two  arguments. 

One,  if  we  do  not  stop  eventually,  the  debt  service  will  eat  us 
alive  and  we  will  not  be  able  to  spend  anything  on  much  of  any- 
thing else;  and,  two,  it  is  on  an  inter-generational  basis  immoral 
to  keep  transferring  the  functions  of  today's  government  to  our 
grandchildren.  My  blood  literally  boils,  when  I  look  at  those  charts 
that  are  in  the  administration's  own  budget  document  showing  net 
lifetime  tax  rates  of  82  percent,  66  percent,  75  percent,  depending 
on  which  scenario  you  want  to  believe.  They  are  all  ridiculous. 
Trust  me,  I  am  not  itching  for  this  to  happen  any  time  soon.  My 
oldest  daughter  is  only  17.  I  can  wait  for  grandchildren.  Even 
though  you  are  going  to  have  the  privilege  this  year,  I  am  willing 
to  be  patient. 

On  the  second  point,  the  reason  we  think  nothing  else  will  work 
I  think  was  amply  argued  by  Governor  Lamm.  The  fact  of  the  mat- 
ter is  that  today's  voting  constituents  are  believed  to  want  the 
same  or  higher  level  of  government  services  in  return  for  the  same 
or  lower  level  of  taxes,  and  that  is  the  way  their  elected  representa- 
tives tend  to  vote.  And  unless  there  is  some  forcing  mechanism, 
that  is  not  going  to  change.  I  think  we  have  indicated  right  on  that 
chart  three  decades  of  experience  that  that  is  never  going  to 
change. 
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I  think  the  litany  of  Cabinet  officers  coming  up  here  several  days 
ago  to  testify  before  Senator  Byrd's  committee  indicates  why  that 
will  never  change,  because  we  have  to  protect  defense,  we  have  to 
protect  veterans'  benefits,  we  have  to  protect  everything.  Well,  if 
you  protect  everything,  the  budget  never  gets  cut. 

To  me,  one  of  the  most  convincing  illustrations  of  why  the  argu- 
ment that  this  amendment  is  unnecessary,  because  all  we  have  to 
do  is  make  the  hard  choices,  is  what  happened  in  the  House  last 
year  with  the  Penny-Kasich  resolution  to  cut  an  additional  $100 
million.  The  administration  and  their  Cabinet  officers  and  the 
heads  of  the  Appropriations  Committees  fought  that  tooth  and  nail 
and  cat  and  dog,  and  that  is  the  kind  of  thing  that  will  go  on  and 
go  on  indefinitely,  unless  there  is  some  kind  of  forcing  mechanism 
like  your  amendment,  and  that  is  why  we  support  it. 

Thank  you. 

[The  prepared  statement  of  Mr.  Huard  follows:] 

Prepared  Statement  of  Paul  R.  Huard 

Thank  you,  Mr.  Chairman.  I  am  Paul  Huard,  senior  vice  president  for  pohcy  and 
communications  of  the  National  Association  of  Manufacturers  [NAM].  On  behalf  of 
our  12,000  members,  I  am  pleased  to  be  here  to  discuss  the  merits  of  S.J.  Res.  41, 
the  Balanced  Budget  Amenament. 

Mr.  Chairman,  your  office  asked  us  to  be  brief  in  our  remarks.  In  preparing  this 
testimony,  I  consulted  the  latest  Congressional  Budget  Office  estimates  and  quickly 
came  to  understand  your  rationale  for  brevity.  It  seems  that  in  the  current  fiscal 
year,  this  country's  gross  national  debt  will  increase  $9,600  every  second.  Thus,  dur- 
ing a  brief  five  minute  testimony,  $2,880,000  will  have  been  added  to  the  gross  fed- 
eral debt  of  the  United  States.  It  certainly  adds  new  meaning  to  the  adage,  "time 
is  money." 

First,  let  me  point  out  that  the  NAM  is  aware  that  the  attempt  to  pass  a  constitu- 
tional amendment  for  this  purpose  has  a  very  long  history.  Amending  the  Constitu- 
tion is  a  serious  matter  which  we  do  not  take  lightly.  However,  it  has  become  in- 
creasingly clear  over  the  past  two  decades,  that  the  existing  congressional  budget 
procedures  are  incapable  of  overcoming  the  more  powerful  political  pressures  that 
nave  fueled  the  tremendous  growth  in  federal  spending. 

I  am  sure  that  over  the  past  three  days  of  testimony,  you  have  been  cited  the  de- 
pressing figures  that  relate  to  our  nation's  fiscal  health: 

•  gross  federal  debt  Hearing  $5  trillion; 

•  interest  payments  at  roughly  $294  billion  a  year; 

•  the  federal  government  running  deficits  33  out  of  the  past  34  years; 

•  the  United  States  as  the  largest  debtor  nation  in  history; 

•  and  on  and  on. 

For  posterity,  this  is  an  embarrassing  legacy.  For  manufacturers  today,  it  means 
higher  interest  rates  and  a  higher  cost  of  capital.  It  means  that  federal  interest  pay- 
ments (roughly  20  percent  of  the  budget)  will  continue  to  siphon  funds  from  the  pri- 
vate sector,  leaving  little  money  for  productive  investments.  And,  despite  the  recent 
reprieve  of  red  ink,  CBO  forecasts  continuing  and,  in  fact,  much  larger  deficits  be- 
ginning after  fiscal  year  1998.  Manufacturers  believe  that  deficits  do  matter  and 
that  serious  action  is  warranted. 

We  are  not  naive  to  the  reality  that  balancing  the  budget  will  be  a  difficult  task. 
Nor  do  we  believe  this  amendment  to  be  a  panacea.  To  be  sure,  passage  and  ratifica- 
tion of  such  an  amendment  will  be  the  easy  task.  We  believe,  however,  that  congres- 
sional passage  is  the  necessary  first  step  towards  getting  the  federal  budget  under 
control.  It  will  give  Congress  the  time — and,  more  importantly,  the  mandate — to  de- 
velop a  sensible  and  effective  plan  for  deficit  reduction. 

We  believe  that  S.J.  Res.  41  is  a  sound  amendment  and  a  vaHd  response  to  a  long- 
term  and  structurally  inherent  problem.  It  provides  the  necessary  fiscal  discipline 
to  end  the  practice  of  deficit  spending,  while  ofTering  the  proper  flexibility  to  deal 
with  national  emergencies.  And,  while  our  initial  preference  is  for  an  amendment 
that  contains  stronger  tax  limitations  to  effectively  limit  federal  spending,  we  do  not 
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believe  that  such  an  amendment  should  come  at  the  expense  of  S.J.  Res.  41,  which 
is  given  the  greatest  chance  of  passage. 

The  NAM  has  long  supported  the  concept  of  a  constitutional  balanced  budget 
amendment  and  we  support  the  current  efforts.  We  believe  that  the  Congress  should 
begin  as  soon  as  possible  to  develop  a  plan  of  realistic  and  effective  deficit  reduction, 
and  look  forward  to  working  with  you  to  that  end. 

Finally,  Mr.  Chairman,  we  applaud  your  leadership  on  the  important  issue  and 
stand  ready  to  assist  in  any  way  that  we  can. 

I  would  be  pleased  to  address  any  specific  questions  members  of  the  subcommittee 
may  have. 

Senator  SiMON.  I  thank  you,  Mr.  Huard. 

Mr.  Irvine,  another  group  that  has  been  interested  in  this  for 
some  time,  the  Home  Builders.  I  appreciate  your  being  here. 

STATEMENT  OF  JIM  IRVINE 

Mr.  Irvine.  Thank  you.  Senator. 

Mr.  Chairman,  I  am  Jim  Irvine.  I  am  a  small  home  builder  from 
Portland,  OR,  and  I  appear  today  as  the  first  vice  president  of  the 
National  Association  of  Home  Builders.  We  are  a  trade  association 
that  represents  169,000  companies  involved  in  building  and  remod- 
eling single-family  and  the  building  and  remodeling  and  often  in 
the  managing  of  multifamily  housing  for  people  of  all  incomes  and 
of  all  ages.  Most  of  these  firms  are  truly  small  businesses.  The  av- 
erage builder  builds  fewer  than  20  homes  a  year.  The  availability 
and  the  cost  of  credit  in  the  private  sector  are  crucial  to  the  very 
existence  of  our  membership  and  America's  homeowners  and  Amer- 
ica's renters. 

Consequently,  Mr.  Chairman,  it  comes  as  no  surprise  that  we 
continue  our  unwavering  support  for  a  constitutional  amendment 
to  require  the  Federal  Government  to  plain  and  simply  balance  its 
budget.  We  are  actively  supporting  the  adoption  of  your  bill,  and 
you  are  to  be  congratulated  for  your  leadership,  and  specifically 
your  tenacity. 

The  time  for  the  Congress  to  act  is  now.  It  strikes  us  as  fiscally 
and  morally  irresponsible  that  it  has  been  25  years  since  we  last 
had  a  Federal  financial  statement  that  was  in  balance.  As  a  small 
businessman,  I  could  never  have  lasted. 

Recent  congressional  studies  have  shown  that  if  nothing  is  done 
to  reverse  the  current  trends.  Federal  spending  could  increase  from 
its  current  level  of  18.3  percent  of  gross  domestic  product  to  a  level 
of  over  42  percent  by  the  year  2020.  While  these  numbers  do  not 
reflect  the  laudable  deficit  reduction  efforts  embodied  by  the  cur- 
rent proposal  submitted  by  President  Clinton,  we  take  little  com- 
fort in  the  efforts  by  this  or  any  other  President  on  a  year-to-year 
basis  to  balance  the  budget  by  fiscal  year  2001.  We  view  S.J.  Res. 
41  as  the  only  realistic  means  of  achieving  this  goal. 

For  decades,  Mr.  Chairman,  NAHB  members  have  been  dedi- 
cated to  the  provision  of  affordable  housing  for  all  Americans, 
whether  they  rent  or  own  their  own  homes.  And  while  there  are 
many  elements  that  affect  housing,  the  cost  of  money  or  interest 
rates  is  a  primary  factor.  Increasing  Federal  debt  does  cause  inter- 
est rates  to  rise,  interest  rates  that  are  applied  to  the  financing  of 
housing  or  the  acquisition  of  land,  its  development  and  its  con- 
struction, or  to  the  home  itself.  And  these  interest  rates  can  dra- 
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matically  increase  those  costs  to  homebuyers  and  renters  alike. 
This  only  leads  to  an  inflationary  trend  in  the  economy. 

As  I  said  before,  Mr.  Chairman,  the  time  for  action  is  now.  Most 
of  us  realize  that  there  is  truly  no  free  lunch,  and  this  definitely 
includes  the  financing  of  our  Federal  Government.  As  others  have 
often  stated  and  as  I  too  believe,  our  children  are  our  greatest  nat- 
ural resource,  and  we  must  all  plead  guilty  when  it  comes  to  bur- 
dening them  with  our  Nation's  debt.  We  have  successfully  saddled 
them  with  over  a  $4  trillion  debt,  the  interest  on  which  must  be 
paid,  if  not  the  principal.  The  interest  alone  is  in  excess  of  $200 
billion. 

Admittedly,  we  as  home  builders  have  not  performed  any  sci- 
entific analysis  of  how  far  that  $200  billion  would  go  toward  financ- 
ing our  Nation's  priorities.  However,  we  do  believe  that  we  can  con- 
clude that  it  would  go  a  long  way  toward  improving  our  Nation's 
crumbling  infrastructure,  advancing  our  educational  needs,  pre- 
venting and  controlling  crime  in  the  streets,  providing  health  care, 
and  feeding  and  clothing  and  sheltering  those  in  need. 

In  short,  Mr.  Chairman,  $200  billion  to  service  the  interest  on 
the  debt  for  1995  alone  is  a  lot  of  real  money  that  could  go  to  a 
better  use.  Such  an  option  is  not  available  today,  and  advancing 
S.J.  Res.  41  to  the  State  legislatures  for  their  approval  frankly  will 
not  provide  it  tomorrow. 

However,  it  will  provide  the  Nation,  the  voters  and  the  financial 
markets  with  more  than  simple  rhetoric.  It  will  provide  a  concrete 
hope,  it  would  provide  us  with  the  means  for  ensuring  long-term 
financial  accountability  necessary  to  providing  long-term  financial 
responsibility.  Again,  the  time  is  now  to  act.  The  Nation  can  ill-af- 
ford the  consequences  of  procrastination. 

Mr.  Chairman,  we  sincerely  thank  you  for  the  opportunity  to  be 
here,  to  be  along  with  you  in  support  of  S.J.  Res.  41.  I  also  want 
to  thank  the  staff  for  their  cooperation,  their  professionalism  in 
supporting  you  on  this  truly  important  legislation.  I  would  particu- 
larly like  to  note  former  staff  member  Brad  Douglas,  who  was  with 
NAHB  and  now  is  a  staff  members  of  yours,  and  thank  him. 

Most  importantly  today.  Senator,  we  want  to  offer  our  strong  un- 
wavering support  for  S.J.  Res.  41. 

Thank  you. 

[The  prepared  statement  of  Mr.  Irvine  follows:] 

Prepared  Statement  of  Jim  Irvine 

Mr.  Chairman,  and  Members  of  the  Subcommittee,  I  am  Jim  Irvine,  a  home  build- 
er from  Portland,  Oregon.  I  appear  here  today  as  First  Vice  President  of  the  Na- 
tional Association  of  Home  Builders  (NAHB),  a  trade  association  representing  over 
169,000  member  firms  involved  in  the  building  and  remodeling  of  single-family 
housing,  and  in  the  building,  remodeling,  and  in  many  cases  managing,  of  multi- 
family  housing  for  people  of  all  incomes,  and  of  all  ages.  Most  of  these  firms  are 
truly  small  businesses,  as  the  average  builder  builds  fewer  than  twenty  homes  in 
any  one  year.  The  availability  and  cost  of  credit  in  the  private-sector  are  crucial  to 
the  very  existence  of  most  of  our  membership. 

Consequently,  Mr.  Chairman,  it  comes  as  no  surprise  that  we  continue  our  un- 
wavering support  for  an  amendment  to  the  Constitution  to  require  the  federal  gov- 
ernment to,  plain  and  simply,  balance  its  budget.  NAHB  policy  on  this  issue  has 
been  steadfast  for  over  a  decade.  We  are  actively  supporting  the  adoption  of  your 
bill,  S.J.  Res.  41,  cosponsored  by  well  over  half  of  the  Members  of  this  Deliberative 
Body,  that  requires  a  balanced  budget.  You,  Mr.  Chairman,  as  well  as  Senators 
Hatch  and  Craig,  should  be  congratulated  for  your  leadership  and  tenacity. 
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The  time  for  the  Congress  to  act  favorably  on  this  issue  is  now.  The  federal  gov- 
ernment has  failed  to  produce  either  a  balanced  budget,  or  one  in  surplus,  since  fis- 
cal 1969,  when  Lyndon  Johnson  was  President.  And,  as  President  Clinton  noted 
upon  sending  his  fiscal  1995  budget  to  Congress  earlier  this  month,  not  since  Harry 
Truman  was  President,  has  this  country  even  reduced  the  annual  deficit  three  years 
in  a  row.  It  strikes  us  as  fiscally  and  morally  irresponsible  that  it  has  been  25  years 
since  we  last  had  a  federal  financial  statement  that  was  in  balance. 

Recent  Congressional  studies  have  shown  that,  if  nothing  is  done  to  reverse  cur- 
rent trends,  federal  spending  could  increase  from  its  cmrent  level  of  18.3  percent 
of  Gross  Domestic  Product  (GDP)  to  a  level  of  over  42  percent  by  the  year  2020. 
The  accompanying  deficit  would  amount  to  nearly  21  percent  of  GDP.  While  these 
numbers  do  not  reflect  the  laudable  deficit  reduction  efforts  embodied  by  the  current 
proposal  submitted  by  President  Clinton,  we  take  little  comfort  in  the  efforts  by 
this  or  any  other  President,  on  a  year-to-year  basis,  to  balance  the  budget  by  fiscal 
year  2001.  We  view  S.J.  Res.  41  as  the  only  realistic  means  of  achieving  this  goal. 

Were  this  spending  pattern  I  have  just  outlined  to  become  a  reality,  it  would  re- 
sult, inevitably  we  believe,  in  higher  interest  rates,  higher  health  care  costs,  higher 
costs  for  a  quality  education,  higher  costs  to  address  retirement  needs,  and  higher 
costs  to  provide  and  receive  afibrdable,  safe  and  sanitary  housing.  It  will  also  result 
in  a  national  public  debt  totalling  an  incredible  $45  trillion  by  the  year  2020— over 
eleven  times  the  current  total  debt.  ^    «.     ,  , , 

For  decades,  NAHB  members  have  been  dedicated  to  the  provision  of  affordable 
housing  for  all  Americans,  whether  they  rent  or  own  their  homes.  While  there  are 
many  elements  to  this  proposition,  the  cost  of  money— interest  rates— is  a  primary 

fsctor 

As  we  learned  so  painfully  a  decade  ago,  increasing  federal  debt  does  cause  inter- 
est rates  to  rise— interest  rates  that  are  applied  to  the  financing  of  housing,  for  the 
acquisition  of  land,  its  development  and  construction,  and  the  mortgage  financing. 
The  increased  cost  is,  naturally,  passed  on  to  renters  as  well  as  buyers,  leading  to 
an  inflationary  trend  in  the  economy.  Fortunately  for  Americans  in  the  eighties, 
other  developed  countries  invested  heavily  in  the  financing  of  our  debt  and  domestic 
interest  rates  returned  to  tolerable  levels. 

While  neither  high  interest  rates,  nor  inflation,  are  with  us  today,  some  sectors 
of  the  country,  and  some  sectors  of  our  economy,  have  yet  to  recover  from  the  reces- 
sion which  resulted.  Moreover,  I  do  not  believe  that  a  similar  recovery  could,  or 
would,  be  duplicated  today  if  rates  were  to  return  to  the  double  digit  levels  of  the 
past.  It  is  unlikely  that  we  would  now  attract  the  same  level  of  foreign  investment. 

Mr.  Chairman,  the  time  for  action  is  now.  Most  of  us  realize  that  there  truly  is 
no  "free  lunch,"  and  that  this  definitely  includes  the  financing  of  the  federal  govern- 
ment. If,  as  others  have  often  stated,  and  as  I  too  believe,  our  children  are  our 
greatest  natural  resource,  then  we  must  all  plead  guilty  when  it  comes  to  our  bur- 
dening them  with  our  nation's  debt.  We  have  successfully  saddled  them  with  over 
$4  trillion  in  debt,  the  interest  of  which  must  be  paid,  if  not  the  principal. 

That  interest  alone,  as  listed  in  the  budget  resolution  that  will  be  before  the  full 
Senate  later  this  year,  is  in  excess  of  $200  billion.  Admittedly  we  have  not  per- 
formed any  scientific  analysis  of  how  far  two  hundred  billion  dollars  that  Congress 
will  likely  vote  to  service  our  current  debt  would  go  toward  financing  our  nations 
other  priorities.  However,  we  believe  that  it  is  safe  to  conclude  that  it  would  go  a 
l,ong  way  toward  improving  our  nation's  crumbling  infrastructure,  advancing  our 
educational  needs,  preventing  and  controlling  crime  in  the  streets  and  in  the  home, 
providing  health  care,  and  feeding,  clothing,  and  sheltering  those  in  need.  In  short, 
Mr  Chairman,  $200  billion  to  service  the  interest  on  the  debt  for  1995  alone  is  a 
lot  of  real  money  that  could  be  better  spent  elsewhere  if  that  option  were  only  avail- 

Such  an  option  is  not  available  today,  and  advancing  S.J.  Res.  41  to  the  state  leg- 
islatures for  their  approval,  will  not  provide  it  tomorrow.  However,  it  would  provide 
the  nation,  the  voters,  and  the  financial  markets  as  well,  with  more  than  simple 
rhetoric.  It  would  provide  concrete  hope.  It  would  provide  us  with  the  means  for  en- 
suring long-term  financial  accountability  necessary  to  providing  long-term  financial 

responsibility.  r      ^  -^    ^ 

This  concludes  my  statement,  Mr.  Chairman.  I  thank  you  for  the  opportunity  to 
provide  our  views,  and  for  your  long  enduring  support  for  legislation  to  require  our 
government's  budget  to  be  in  balance.  I  also  wish  to  acknowledge  the  cooperation 
and  professionalism  of  your  very  capable  staff  in  supporting  you  on  this  truly  impor- 
tant legislation.  I  welcome  any  questions  that  you  or  others  on  the  Subcommittee 
may  have,  and  again  I  offer  you  our  strong,  and  unwavering,  support  for  Senate 
passage  of  S.J.  Res.  41. 
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Senator  SiMON.  Thank  you.  And  we  thank  you  for  training  Brad 
Douglas  well. 

Mr.  Snow,  you  mentioned  Gramm-Rudman.  People  say  we  can 
solve  this  problem  without  a  constitutional  amendment.  Gramm- 
Rudman  was  a  statutory  attempt  and,  in  theory,  1991  was  the  year 
we  were  going  to  have  a  balanced  budget.  If  you  take  a  look  at  the 
longest  line  on  that  chart,  the  deficit,  that  is  1991.  The  reality  is 
that  as  soon  as  reducing  the  deficit  gets  a  little  uncomfortable,  we 
change  the  law,  and  that  is  the  problem  with  a  statutory  restric- 
tion. [See  chart  on  next  page.] 

You  used  the  term  "structural  deficit."  For  people  who  are  view- 
ing this  on  television,  what  do  you  mean  by  structural  deficit? 

Mr.  Snow.  The  term  "structural  deficit"  refers  to  the  underlying 
deficit  that  occurs  as  a  result  of  fundamental  spending  require- 
ments, entitlements  basically,  that  do  not  vary  with  the  interest 
rates,  do  not  vary  with  the  state  of  the  economy.  Of  course,  40  per- 
cent. Senator,  as  you  know  better  than  I,  of  the  current  reduction 
from  the  baseline  in  the  deficit  numbers  is  a  result  of  lower  inter- 
est rates  and  improved  economic  assumptions.  It  is  the  fundamen- 
tal underlying  irreconcilable  level  of  the  deficit,  the  changes  given 
required  spending  levels  to  meet  mandatory  entitlement  programs. 

Senator  SiMON.  And  you  mentioned  what  has  happened  to  the 
economy  as  a  result  of  lower  interest  rates.  It  was  very  interesting 
that  the  chairman  of  the  Council  of  Economic  Advisers — and  Mr. 
Huard,  I  think  you  are  the  one  who  mentioned  about  the  Cabinet 
officers  lobbying  against  the  amendment.  In  fact  there  was  great 
division  in  the  White  House.  The  White  House  staff  basically  fa- 
vored the  President  coming  out  in  favor  of  the  amendment.  And 
0MB  was  on  the  other  side.  If  the  President  made  a  different  deci- 
sion, the  Cabinet  members  would  all  be  here  saying  what  a  great 
thing  this  is  and  we  would  get  precisely  the  opposite  kind  of  a 
reading. 

I  got  away  from  the  point  I  was  about  to  make  here,  but  let  me 
shift  to  another  question.  You  mentioned  a  broad-based  compact 
with  the  American  people  as  a  result  of  this  and  the  States.  There 
are  people  who  say  we  are  going  to  have  to  have  huge  sacrifices. 

And  I  might  add,  opponents  of  the  amendment  are  assuming  that 
we  have  to  make  this  cut  in  1  year.  The  reality  is  we  are  talking 
about  a  glide  path  down,  as  one  of  the  witnesses  yesterday  said. 
To  get  down  7  stories,  there  is  an  alternative  other  than  jumping 
out  the  window,  and  that  is  going  down  one  floor  at  a  time.  But 
I  have  never  pretended  that  there  will  not  be  some  sacrifice  as  a 
result  of  this. 

When  you  talk  about  a  broad-based  compact,  do  you  think  the 
members  of  the  Business  Roundtable,  do  you  think  the  American 
people  are  willing  to  make  a  sacrifice  in  order  to  preserve  a  decent 
heritage  for  our  children,  for  that  17-year-old  of  yours,  Mr.  Huard? 

Mr.  Huard.  Senator,  I  have  no  doubt  that  if  the  sacrifice  is 
shared,  as  it  would  be  under  a  constitutional  amendment,  that  you 
would  find  the  American  people  prepared  to  make  their  fair  share 
of  the  sacrifices. 

The  problem  today — and  I  am  always  intrigiied  with  this — is  that 
while  Congress  as  a  whole  is  not  often  held  in  the  highest  regard, 
the  individual  Congressman  is  held  in  very  high  regard,  and  that 
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is  because  he  is  accomplishing  for  that  district  what  the  voters  ap- 
parently want,  which  is  more  spending,  but  do  not  make  us  pay  for 
it. 

But  I  think  the  voters  recognize,  the  citizens  recognize  that  that 
is  a  principle  that  cannot  be  generalized,  because  while  it  might 
work  for  one  congressional  district,  what  has  happened  is  that  it 
is  a  principle  that  is  being  applied  in  every  or  virtually  every  con- 
gressional district,  and  the  consequence  is  this  unending  sea  of  red 
ink. 

I  used  the  word  "compact"  intentionally,  with  the  sense  that  we 
will  all  give  up  something  to  get  some  greater  good,  and  I  think 
that  is  the  nature  of  the  compact.  Senator,  the  price  is  going  to  get 
paid  ultimately,  because  we  are  headed  for  economic  disaster,  a 
huge  price,  a  set  of  sacrifices  and  economic  exactment  that  will  go 
well  beyond  anything  that  would  be  required  in  a  7-year  glide  path 
to  balanced  budgets.  And  I  think  there  is  more  understanding  of 
that  than  may  be  realized.  So,  yes,  I  think  I  would  give  you  an  af- 
firmative to  that,  unquestionably. 

Senator  Simon.  I  agree.  I  think  the  American  people  are  ahead 
of  us.  I  think  one  of  the  reasons  for  cynicism  toward  government 
is  they  see  us  ducking  the  tough  things,  that  we  are  doing  what 
is  popular,  and  not  doing  what  needs  to  be  done. 

I  always  remember  when  I  was  running  for  reelection  the  last 
time,  a  man  came  up  to  me  in  Chicago  and  said,  "I  think  I  disagree 
with  you  on  every  issue,  but  I  trust  you  and  I  am  going  to  vote  for 
you."  I  think  people  want  us  to  tell  them  the  truth,  and  the  truth 
is  we  are  either  going  to  make  a  small  sacrifice  now  or  we  are 
going  to  be  devastating  the  future  of  this  country. 

Mr.  Clark,  you  mentioned  some  of  the  things  that  we  need  to  do. 
First  of  all,  do  you  agree  with  Mr.  Snow  that  people  are  willing  to 
make  sacrifices? 

Mr.  Clark.  Absolutely,  most  people  are,  most  people  are.  I  think 
there  is  certainly  a  limit  to  the  amount  of  the  sacrifice  they  are 
willing  to  make,  but  I  think  you  can  find  out  how  much  of  a  sac- 
rifice they  are  willing  to  make. 

Senator  Simon.  But  you  also  suggest,  quoting  Mr.  Bowsher,  that 
there  are  areas  where  we  can  legitimately  save  money  that  may  re- 
sult in  some  small  sacrifices.  But  these  are  sacrifices  that  are  rel- 
atively modest  and  will  not  be  felt  by  most  people.  Is  that  correct? 

Mr.  Clark.  Absolutely;  there  is  no  penalty  on  those  things  to 
anybody  who  is  getting  things  they  should  not  get.  I  do  not  know 
of  any  successful  company  that  does  not  have,  particularly  big  suc- 
cessful companies,  that  do  not  have  a  chief  financial  officer  who  is 
watching  those  things  and  there  is  in  place  a  bill  to  have  chief  fi- 
nancial officers  in  these  organizations,  departments  and  so  on.  We 
do  not  have  them,  but  I  would  not  have  a  company  without  a  chief 
financial  officer,  and  I  think  they  can  go  a  long  way  toward  those 
things.  You  would  not  pay  bills  twice,  you  would  not  lose  track  of 
your  property  and  so  on,  if  someone  were  there  watching  it  and  re- 
porting on  it.  I  think  that  is  the  solution. 

Senator  SiMON.  You  mentioned  the  Department  of  Defense,  and 
we  could  be  mentioning  other  departments.  We  had  a  terrible  time 
passing  a  law  to  have  an  inspector  general,  believe  it  or  not,  in  the 


124 

Department  of  Defense.  You  know,  it  is  just  basic  that  you  have 
that  kind  of  an  internal  auditor  there. 

Mr.  Huard,  you  mentioned  nothing  else  will  work.  Well,  when 
the  administration  says  we  do  not  need  a  balanced-budget  aiftend- 
ment  to  get  there,  there  is  no  plan  on  the  part  of  this  administra- 
tion to  get  to  a  balanced  budget. 

I  stole  this  chart  from  Senator  Domenici,  so  I  call  it  the  Domenici 
chart.  This  is  how  CBO  reads  where  we  are  going.  Well,  you  can 
see  that  line  goes  up  to  $365  billion  up  there.  I  think  the  point  that 
you  make  that  we  have  to  have  some  method  of  getting  the  dsficit 
down,  otherwise  if  we  were  going  to  go,  according  to  OAO,  if  we 
were  to  go  beyond  2004,  the  deficit  will  go  way  up  to  the  ceiling. 

You  mentioned  your  17-year-old,  and  you  may  get  in  trouble 
when  you  get  home,  after  all  this  discussion  about  your  17-year-old. 
What  does  all  this  say  for  the  future  of  that  17-year-old,  if  we  do 
not  do  anything? 

Mr.  Huard.  Well,  what  it  says  is  something  which  saddens  me 
very  much,  because  I  do  not  remember  anyone  past  my  grand- 
father. I,  like  everyone  else,  had  a  great-grandfather,  but  he  had 
passed  on  before  I  was  born.  But  I  knew  both  my  grandfather  and 
my  father  quite  well.  The  fact  of  the  matter  is  my  father  did  better 
in  terms  of  economic  prosperity,  in  terms  of  satisfaction  and  in 
terms  of  having  a  good  job  than  his  father  did,  and  he  bought  a 
bigger  house. 

In  turn,  I  have  had  a  more  enjoyable  career,  more  job  satisfac- 
tion, a  better  salary,  a  bigger  house,  a  highe'r  standard  of  living 
than  my  own  father.  I  frankly  despair  that  my  daughter  will  never 
have  a  job  as  good  as  mine,  will  never  be  ahle  to  afford  a  house 
as  nice  a  the  house  as  I  live  in.  And  I  am  not  making  this  up.  That 
is  exactly  how  I  feel  and  that  is  exactly  the  way  the  economy  looks 
out  there  to  me  right  now,  and  I  think  it  ig  in  large  part  a  result 
of  the  fact  that  we  are  headed  straight  for  the  wall  with  this  econ- 
omy, as  Paul  Volcker  pointed  out.  Yes,  you,  can  do  this,  but  it  will 
not  work.  You  know,  the  economy  will  basically  disintegrate,  if  you 
have  to  have  anything  approaching  66  or  75  or  82  percent  lifetime 
tax  rates.  The  economy  just  will  not  work.  There  will  not  be  any 
money  left  for  business. 

Senator  Simon.  You  gave  the  answer  I  expected  you  to  give, 
frankly,  because  I  think  a  great  man^/  people*  feel  this  way.  But 
what  is  true  for  you  and  your  daughter  is  true  for  members  of  the 
National  Manufacturers  Association^  as  they  look  at  their  busi- 
nesses. There  is  less  optimism  long-term — I  do  not  want  to  be  put- 
ting words  in  your  mouth — but  thfere  is  lass  optimism  to  make 
those  long-term  investments  that  ^re  essential  for  the  future  of  our 
country.  Am  I  drawing  an  incorrect  analog^'  here,  or  am  I  not? 

Mr.  Huard.  No,  I  think  that  both  In  terms  of  investment  in  new 
technology,  new  plant,  new  equipment  and»  IVankly,  investment  in 
people,  in  human  capital,  in  human  resources.  Members  are  not 
very  optimistic  about  where  we  are  going,  both  in  terms  of'— now 
this  goes  beyond  the  scope  of  thisj  hearing,  but  both  in  term.s  of  the 
Government's  excessive  reliance  on  debt  and  its  excessive  overregu- 
lation  of  the  economy,  which  I  Understand  is  not  a  subiect  of  this 
hearing.  But  I  talk  to  a  lot  of  our  members  every  week  and  \  do 
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not  get  much  upbeat  optimism  about  where  this  Government  is 
taking  us. 

Senator  Simon.  Unless  there  is  some  optimism,  you  just  do  not 
make  those  long-term  investments  that  are  so  essential  for  the  fu- 
ture of  our  country,  is  that  correct? 

Mr.  HuARD.  That  is  correct,  you  hold  back,  you  do  not  hire  as 
many  people  as  you  might  hire,  you  do  not  buy  that  extra  piece  of 
equipment,  you  are  more  cautious,  because  you  are  concerned  and 
you  are  worried. 

Senator  Simon.  Mr.  Irvine,  you  are  in  the  home  building  busi- 
ness, and  I  would  make  just  one  correction  to  your  excellent  testi- 
mony. You  talk  about  a  $200  billion  interest  payment.  We  play 
games  with  interest.  The  amount  of  $200  billion  is  what  we  call  net 
interest.  Mr.  Myers  knows  what  I  am  talking  about.  We  do  not 
count  the  interest  we  pay  the  Social  Security  funds  and  other 
things.  In  no  other  branch  of  government  do  we  do  aca>unting  that 
way.  We  do  not  say  the  Justice  Department  is  going  to  collect  so 
many  dollars  in  fines  and,  therefore,  we  are  not  going  to  count 
that. 


Real  Percentage  Increases 
FY81-FY93 


91% 


Inflation         -6%  -8% 
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Sourea:  OUB 


The  real  figure  this  year  is  $293  billion,  and  here  in  inflation  ad- 
justed terms — I  do  not  know  if  you  can  see  all  that  up  there,  but 
transportation  went  down  minus  6  percent,  education  went  down 
minus  8  percent,  nondefense  discretionary  up  4  percent,  fl'^'^*^'!^©, 
which  a  lot  of  people  think  is  a  big  growth  item — up  16  ,  it, 

entitlements,  both  because  of  health  care  and  growth  in  numbers, 
32  percent. 

But  the  big  item  is  interest.  This  year  we  will  spend  twice  as 
much  on  interest  as  all  the  poverty  programs  combined.  We  will 
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spend  eight  times  as  much  on  interest  as  on  all  of  our  education 
programs.  Now,  I  do  not  care  whether  you  are  a  liberal,  conserv- 
ative, Democrat,  or  Republican;  that  just  is  not  a  sensible  way  to 
run  government. 

But  all  this  affects  your  industry.  You  heard  Paul  Volcker  testify 
in  terms  of  what  happens  if  other  countries  stop  funding  us.  As  we 
said,  17  percent  is  the  amount  that  foreign  individuals  and  govern- 
ments hold  publicly.  But  there  are  a  lot  of  individuals  and  govern- 
ments who  do  not  want  it  to  be  known  what  they  hold  here,  for  a 
variety  of  reasons.  No  one  knows  what  the  real  figure  is. 

But  if  that  figure  should  start  coming  down,  then  other  problems 
would  occur,  too,  but  at  the  very  least  interest  rates  would  start 
moving  up  very,  very  rapidly.  What  happens  to  the  home  building 
industry  and  what  happens  to  Americans  who  need  homes  at  that 
point,  if  that  happens? 

Mr.  Irvine.  Homebuyers  cannot  buy  and  the  jobs  that  are  out 
there  are  not  available.  In  the  last  eight  quarters,  25  percent  of  the 
new  jobs  that  have  been  occurring — have  been  because  the  home 
building  industry  has  been  viable,  housing  has  been  strong,  inter- 
est rates  have  been  down.  If  we  go  back  to  what  happened  in  the 
1980's,  that  is  all  going  to  reverse  on  us.  That  is  what  we  do  not 
want  to  see  happen. 

One  of  the  things  that  you  asked  the  other  gentleman,  Mr.  Clark, 
about,  will  people  make  the  sacrifice.  Senator,  to  look  at  it  a  little 
differently,  I  think  the  sacrifice  is  being  made  today.  Simply,  peo- 
ple will  make  an  investment  in  their  future,  and  that  is  what  we 
are  doing  by  passing  S.J.  Res.  41.  We  are  investing  in  the  future 
of  our  country. 

The  sacrifice  is  not  by  adopting  S.J.  Res.  41.  That  is  where  the 
rubber  really  hits  the  road,  that  is  where  the  train  wreck  really  oc- 
curs. We  have  got  to  act  on  something  such  as  this,  because  we 
have  got  to  get  control.  Every  small  businessman  knows  it,  every 
homebuyer  feels  it.  We  know  what  happens  when  interest  rates 
start  to  pick  up  and  how  that  affects  the  confidence  of  the  Amer- 
ican people  as  it  relates  to  housing. 

It  is  a  fairly  simple  response,  because  we  must  get  control  of  this 
and  we  have  got  to  keep  control  of  interest  rates  and  keep  them 
down,  because  that  allows  our  country  to  do  what  it  can  truly  do. 

Senator  Simon.  I  do  not  want  to  put  words  in  your  mouth  here, 
but  this  morning's  New  York  Times  has  a  story  about  the  home- 
less. Apparently  a  report  is  going  to  be  made  to  the  President  on 
this.  And  one  of  the  things  that  they  say  is  we  have  not  had 
enough  home  construction. 

When  interest  rates  go  too  high,  you  do  not  have  home  construc- 
tion, and  then  those  of  us  who  can  afford  homes  get  homes  as  popu- 
lation expands,  and  those  who  cannot  afford  homes  do  not  get 
homes  in  our  society.  We  do  not  think  of  interest  as  being  a  key 
to  this,  but  is  it  accurate  to  say  that  there  is  no  question  that  there 
is  a  direct  relationship  between  interest  and  the  number  of  homes 
that  are  built  in  our  society? 

Mr.  Irvine.  Absolutely;  in  fact,  we  will  have  our  staff  provide  to 
you  and  your  staff  of  the  committee  a  model  that  we  have  that 
shows  directly  what  happens  if  interest  rates  go  up,  the  fall-off  not 
only  in  construction,  but  the  fall-off  in  new  home  starts  and  fall- 
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off  in  the  opportunities  for  home  ownership  and  the  number  of  peo- 
ple that  cannot  get  into  housing.  We  would  be  glad  to  provide  that 
information  to  you,  just  give  you  another  chart  that  again  illus- 
trates what  you  are  showing  up  here,  the  effects,  the  strong  effects 
of  not  giving  Senate  approval. 

Senator  Simon.  I  thank  all  four  of  you.  Let  me  just  add  that  we 
are  going  to  have  a  very  close  vote  on  this  amendment  in  a  short 
time.  I  do  not  have  87  votes  to  pass  it  right  now.  I  am  very  close. 
My  colleague  and  friend  Senator  Byrd  does  not  have  34  votes  to 
stop  me,  but  he  is  very  close. 

What  you  and  your  membership  can  do  in  these  next  few  days, 
and  what  the  American  people  can  do  in  letting  their  Senators 
know  what  to  do  is  really  critical  at  this  point. 

I  am  grateful  to  all  of  you  and  I  thank  you  very,  very  much  for 
your  testimony. 

I  will  take  a  2-minute  recess  right  now  before  we  go  to  the  next 
panel. 

[Recess.] 

Senator  SiMON.  The  subcommittee  will  be  in  order. 

Our  next  witnesses  are  Jake  Hansen,  director  of  government  af- 
fairs of  the  Seniors  Coalition;  and  Daniel  J.  Murphy,  policy  analyst 
for  Citizens  for  a  Sound  Economy. 

We  thank  you  both  not  only  for  your  testimony,  but  for  your  will- 
ingness to  help  out  in  this  cause.  We  are  very  pleased  to  have  both 
of  you  here. 

Mr.  Hansen,  since  you  are  seated  on  the  left,  we  will  call  on  you 
first. 

PANEL  CONSISTING  OF  JAKE  HANSEN,  DIRECTOR  OF  GOV- 
ERNMENT  AFFAIRS,  THE  SENIORS  COALITION;  AND  DANIEL 
J.  MURPHY,  POLICY  ANALYST,  CITIZENS  FOR  A  SOUND 
ECONOMY 

STATEMENT  OF  JAKE  HANSEN 

Mr.  Hansen.  All  right;  I  guess  it  is  as  good  as  any  way  to  begin. 
My  name  is  Jake  Hansen  and  I  am  director  of  government  affairs 
for  an  organization  called  The  Seniors  Coalition,  an  organization 
with  about  2  million  members  and  supporters  around  the  country. 

I  am  particularly  pleased  to  see  that  there  are  quite  a  few  young 
people  here  in  the  room,  because  there  is  no  issue  being  debated 
on  Capitol  Hill  today  that  will  have  more  effect  on  them  than  the 
issues  we  are  talking  about  here,  whether  or  not  we  are  going  to 
balance  the  budget  in  the  future. 

The  charts  you  had  point  out  very  well  that  it  took  167  years  for 
America's  national  debt  to  reach  the  $100  billion  mark,  another  40 
years  to  top  the  $1  trillion  mark,  but  only  9  years  after  that  to 
climb  to  the  $3  trillion  mark.  This  debt  explosion  really  is  not 
much  of  a  surprise.  After  all,  the  Federal  budget  has  not  been  bal- 
anced since  1969. 

Now  it  should  be  clear  to  everyone  that  there  is  only  one  solution 
to  America's  Federal  spending  crisis:  a  balanced-budget  amend- 
ment. Members  of  Congress  and  recent  Presidents  have  repeatedly 
demonstrated  that  they  are  incapable  of  exercising  fiscal  respon- 
sibility. Even  when  Congress  does  approve  legislation  such  as  the 
Gramm-Rudman  Deficit  Reduction  Act,  politicians  waste  no  time  in 
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figuring  out  a  way  around  the  encumbrance.  The  situation  rapidly 
gets  out  of  hand. 

Remember  in  1990,  President  Bush  and  Congress  passed  massive 
tax  increases  in  order  to  get  a  handle  on  the  giant  deficit,  but  the 
massive  influx  of  cash  led  only  to  an  even  more  massive  bout  of 
spending.  Tragically,  we  show  no  signs  of  learning  from  our  mis- 
takes. 

The  Seniors  Coalition  is  convinced  that  a  balanced-budget 
amendment  is  the  only  way  to  restore  fiscal  responsibility  to  our 
Government.  By  requiring  Congress  and  the  President  to  balance 
the  budget  every  year,  politicians  would  be  forced  to  set  priorities. 

The  arguments  in  favor  of  a  balanced-budget  amendment  have 
been  well  articulated  before  this  committee.  It  is  immoral  to  spend 
today,  while  leaving  a  massive  portion  of  the  bill  for  our  grand- 
children. In  addition,  economists  have  explained  how  deficits  also 
are  a  burden  on  today's  economy,  as  government  spending  crowds 
out  legitimate  borrowing  in  the  productive  sector. 

It  seems  so  cut  and  dried,  but  there  are  a  lot  of  special  interest 
groups  out  there  that  have  something  to  be  gained  by  continued 
massive  government  spending.  They  are  not  persuaded  by  argu- 
ments on  behalf  of  the  public  interest.  These  groups,  which  have 
already  demonstrated  their  political  clout  by  pressuring  politicians 
to  support  various  Federal  programs  and  pork-barrel  spending, 
have  declared  all-out  war  on  the  balanced-budget  amendment. 

Unfortunately,  one  of  the  first  casualties  in  this  battle  has  been 
the  truth.  Opponents  assert  that  a  balanced-budget  amendment 
would  harm  economic  growth  by  restricting  lawmakers'  ability  to 
use  fiscal  policy  to  stimulate  economic  growth.  They  argue  that  a 
balanced-budget  amendment  would  wreak  havoc,  causing  massive 
budget  cuts,  if  not  outright  repeal  of  the  programs  being  discussed. 
Underlying  these  arguments  is  the  implication  that  the  entire  $300 
billion-plus  budget  deficit  would  have  to  be  eliminated  next  year. 

Not  surprisingly,  opponents  have  included  Social  Security  and 
Medicare  in  this  misleading  campaign,  implying  that  the  ratifica- 
tion of  the  balanced-budget  amendment  will  be  a  disaster  for  senior 
citizens. 

These  scare  tactics  are  completely  wrong.  If  Congress  passes  a 
balanced-budget  amendment  today,  it  would  take  2  to  3  years  for 
the  States  to  ratify  it,  and  then,  according  to  the  language  in  the 
amendment — and  I  understand  there  may  be  an  amendment  to 
this,  even — it  would  still  have  2  years  at  least  before  the  amend- 
ment takes  effect.  In  other  words,  if  Congress  started  working 
today,  they  would  have  roughly  5  years  to  start  moving  toward  im- 
plementation of  the  amendment.  It  can  be  done. 

Here  is  one  scenario:  The  budget  can  be  balanced  without  cutting 
spending  by  a  dime.  The  economy  is  projected  to  grow  quite  signifi- 
cantly over  the  next  few  years,  and  with  it  tax  revenues.  In  5 
years,  the  budget  can  be  balanced.  All  we  have  to  do  is  hold  the 
line  on  spending  increases  to  roughly  $24  billion  a  year. 

Believe  it  or  not,  this  has  been  done  in  recent  history.  In  1965, 
government  spending  actually  fell  from  one  year  to  the  next,  and 
that  year  was  certainly  no  disaster.  More  recently,  in  1987,  growth 
in  the  budget  was  held  to  a  little  under  $14  billion — a  growth  level 
that  could  achieved  even  with  a  balanced-budget  amendment.  And 
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while  some  special  interest  groups  whined,  the  economy  did  flour- 
ish. 

Balanced-budget  critics  delight  in  pointing  out  that  the  cost  of 
programs  for  the  elderly  is  projected  to  increase  by  considerably 
more  than  $24  billion  annually  between  now  and  1999.  For  in- 
stance, Social  Security  recipients  receive  annual  cost-of-living  ad- 
justments, and  both  Social  Security  and  Medicare  are  expected  to 
expand,  because  the  elderly  population  is  expected  to  climb.  All  this 
requires  more  money.  The  argument  that  this  provides  a  balanced- 
budget  amendment  is  poison  to  senior  citizen  programs  is  just  ab- 
solutely not  there. 

Using  Congressional  Budget  Office  figures  on  the  growth  of  the 
economy,  taking  into  account  projected  spending  cuts  and  savings 
(such  as  the  billions  we  will  soon  stop  spending  on  the  S&L  prob- 
lem), all  we  have  to  do  is  hold  Medicare  spending  to  a  rate  twice 
the  rate  of  inflation — that  is  something  that  every  health  care  plan 
before  Congress  claims  it  can  do — and  government  spending  can 
still  increase  by  $17  billion.  The  result  would  be  a  balanced-budget 
amendment  with  no  new  taxes. 

I  am  very  much  concerned  about  some  trends  that  emerge  when- 
ever Congress  discusses  the  budget.  Inevitably,  politicians  start 
blaming  the  deficit  on  Social  Security.  This  is  very  unfair.  Social 
Security  has  nothing  to  do  with  our  problems.  In  fact,  for  the  past 
decade,  Congress  has  used  Social  Security  as  a  money  cow  to  help 
fund  government  operations.  More  money  is  coming  into  the  Social 
Security  Trust  Funds  than  is  currently  needed  to  pay  off  the  bene- 
fits. That  money  has  been  and  will  continue  to  be  loaned  to  the 
Federal  Government.  Social  Security  expenditures  have  no  more  to 
do  with  the  Federal  deficit  than  my  brother's  spending  habits  have 
on  my  ability  to  make  my  car  payment. 

Opponents  of  a  balanced-budget  amendment  argue  that  there  are 
no  guarantees  that  the  right  spending  choices  will  be  made.  Well, 
that  is  true.  Government  policymakers  will  have  the  ultimate  re- 
sponsibility for  choosing  how  to  comply  with  a  balanced-budget 
amendment.  As  with  any  strategy  that  relies  on  politicians,  there 
is  some  risk — but  then  we  certainly  have  no  guarantees  now.  Legis- 
lators, for  instance,  could  balance  the  budget  by  raising  taxes,  caus- 
ing all  Americans  to  suffer.  Or  they  could  choose  to  attack  pro- 
grams for  senior  citizens.  Quite  frankly,  I  doubt  the  legislators 
would  find  such  approaches  very  popular. 

If  nothing  is  done  by  the  year  2025,  the  Federal  Government  will 
owe  the  Social  Security  Trust  Funds  nearly  $5  trillion,  and  the  na- 
tional debt  will  likely  be  at  least  $15  trillion,  and  I  think  that  is 
a  conservative  number.  Ask  any  Member  of  Congress  how  this  debt 
will  be  dealt  with,  and  you  are  likely  to  hear  stone  silence.  Will 
benefits  be  cut?  Will  taxes  be  raised  even  more  on  those  in  the 
workforce?  Will  the  Government  simply  print  more  money  to  pay 
the  debt,  thus  starting  a  maelstrom  of  inflation? 

A  balanced-budget  amendment  will  give  us  a  stronger  economy 
today  and  tomorrow.  And  remember,  very  few  people  are  as  af- 
fected by  the  variations  of  our  economy  as  are  older  Americans  on 
a  fixed  income. 

Should  we  take  a  chance  on  a  balanced-budget  amendment?  The 
question  is,  Can  we  risk  not  having  a  balanced-budget  amendment? 
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Senator  thank  you  for  your  leadership  and  thank  you  for  giving 
us  the  opportunity  to  appear  here. 

Senator  Simon.  Thank  you,  Mr.  Hansen. 
Mr.  Murphy? 

STATEMENT  OF  DANIEL  J.  MURPHY 

Mr.  Murphy.  Thank  you,  Senator.  Thank  you  for  the  opportunity 
to  appear  before  the  committee  today.  My  name  is  Daniel  Murphy, 
and  I  am  an  analyst  at  Citizens  for  a  Sound  Economy  here  in 
Washington.  On  behalf  of  CSE's  250,000  members  across  the  coun- 
try, I  appreciate  the  opportunity  to  testify  in  favor  of  a  balanced- 
budget  amendment  to  the  Constitution. 

Citizens  for  a  Sound  Economy  believes  a  balanced-budget  amend- 
ment would  put  needed  restraint  on  the  growth  in  Federal  spend- 
ing, thereby  freeing  some  of  the  resources  taxpayers  now  send  to 
the  Treasury  and,  instead,  leave  them  for  more  productive  use  by 
individuals,  families,  and  businesses.  Absent  a  balanced-budget 
amendment,  we  see  the  outlook  for  prosperity  threatened  consider- 
ably. 

Despite  attempts  over  the  past  decade  to  add  a  balanced-budget 
amendment  to  the  Constitution,  the  issue  returns,  once  again,  to 
Congress.  The  very  repetition  in  considering  this  issue  testifies  to 
the  American  people's  correct  perception  that  the  fiscal  situation 
shows  no  genuine  signs  of  improving.  Whatever  the  positive  pres- 
entation, the  near-term  deficit  figures  projected  in  the  President's 
recent  budget  submission  do  not  lead  down  a  path  toward  zero.  In 
fact,  the  annual  deficits,  coming  in  at  just  below  $200  billion  annu- 
ally, mimic  an  all-too-familiar  reality.  Those  projections  assume  a 
solid,  healthy  economy  with  real  average  GDP  growth  of  2.6  per- 
cent, inflation  below  3.5  percent,  and  unemployment  well  below  6 
percent  for  the  period  1995  through  1999. 

Unfortunately,  the  economy  has  a  disturbing  habit  of  not  always 
performing  up  to  expectations.  When  unemployment  and  interest 
rates  rise  and  economic  growth  and  revenues  drop,  our  yearly 
shortfalls  balloon.  Combining  sub-par  economic  performance  with 
the  traditional  incentives  to  spend  seems  a  sure  recipe  for  fiscal  ca- 
lamity sometime  in  the  future. 

Throughout  the  1980's  and  early  1990's,  elected  officials  gen- 
erally have  responded  to  deficit  crises  with  tax  hikes  and  promises 
to  cut  spending  in  the  future.  Without  exception,  those  agreements 
have  yielded  more  red  ink  than  bargained  for. 

So  where  does  the  heart  of  the  problem  lie?  Well,  no  matter  how 
rapidly  revenues  rise — and  they  have  risen  quite  rapidly — with 
each  round  of  budgeting,  lawmakers  operate  under  the  assumption 
that  spending  levels  do  not  decrease  from  their  larger,  built-in 
base.  Add  to  the  higher  spending  base  the  embedded  belief  that 
spending  more  dollars  solves  problems  and  we  will  never  find  budg- 
et deficits  closing. 

With  rising  spending  acting  as  the  agent  guaranteeing  future 
deficits,  the  spending  side  of  the  ledger  must  be  the  focus  for  law- 
makers working  to  balance  the  budget. 

Despite  the  threats  of  recent  days  warning  that  the  price  for  a 
balanced-budget  amendment  will  be  heavy  taxes,  tax  increases  are 
not    a    viable    option.    First,    the    controversies    surrounding    the 
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weighty  taxes  contained  within  the  1990  budget  agreement  and  the 
economic  package  passed  last  August  demonstrate  convincingly 
that  the  American  people  have  had  their  fill  of  taxes.  Today  the 
total  tax  bite  for  a  two-income  family  of  four  eats  away  almost  40 
percent  of  earnings.  Second,  the  economic  effect  of  raising  taxes 
serves  only  to  retard  growth  that  otherwise  could  have  taken  place. 

There  are  many  sensible  reforms  that  can  be  adopted  to  help  cut 
spending  in  the  rational,  methodical  manner  for  which  the  bal- 
anced-budget amendment  does  grant  sufficient  time.  For  example, 
every  year  the  Congressional  Budget  Office  publishes  a  report  of- 
fering numerous  spending  reduction  options  for  lowering  the  defi- 
cit. 

Additional  opportunities  for  cutting  spending  exist  on  the  discre- 
tionary side.  The  example  the  President  set  calling  for  the  outright 
termination  of  115  programs  should  be  undertaken  with  greater  ur- 
gency in  the  halls  of  Congress.  Finally,  reforms  must  be  made  con- 
cerning entitlement  spending,  sooner  rather  than  later. 

Should  Federal  spending  continue  along  its  current  pattern,  the 
Federal  budget  will  control  us  rather  than  we  controlling  it.  Law- 
makers will  be  further  constrained  about  the  spending  choices  they 
can  make,  as  discretionary  spending  will  comprise  a  diminishing 
share  of  the  Federal  spending  pie. 

According  to  a  1992  General  Accounting  Office  report,  if  we  stay 
on  our  current  course,  by  the  year  2020  mandatory  spending  will 
account  for  almost  71  percent  of  all  Federal  spending.  That  same 
report  projects  that  such  a  scenario  would  peg  Federal  outlays  at 
42.6  percent  of  GNP. 

That  is  a  recipe  for  economic  disaster  that  we  cannot  afford  to 
move  toward,  and  all  the  more  reason  to  adopt  a  balanced-budget 
amendment  to  put  the  country  on  a  firm  economic  footing  for  the 
21st  century. 

Thank  you,  Senator. 

Mr.  Simon.  I  thank  you,  Mr.  Murphy. 

Mr.  Hansen,  you  heard  Mr.  Myers  testify  that  to  protect  Social 
Security  we  need  to  adopt  a  balanced-budget  amendment.  You 
agree  with  that  testimony? 

Mr.  Hansen.  There  is  absolutely  no  question.  I  think  that  we  are 
headed  for  absolute  disaster,  if  we  do  not  have  this  in  place  in  the 
near  future. 

Senator  Simon.  And  when  you  use,  say,  the  $5  trillion  of  $15  tril- 
lion in  indebtedness  in  the  year  2025  will  be  held  by  Social  Secu- 
rity funds,  if,  as  we  heard  today  from  some  of  the  experts,  we  move 
toward  monetizing  the  debt,  just  printing  money,  that  $5  trillion 
becomes,  if  not  worthless,  it  is  debased  in  value  very  dramatically, 
is  that  correct? 

Mr.  Hansen.  It  really  is.  And  even  though,  as  Dr.  Myers  pointed 
out,  there  is  some  indexing,  Social  Security  is  indexed,  we  end  up 
with  a  horrible  situation  where  before  long  you  are  taking  down 
wheelbarrels  full  of  money  to  buy  a  loaf  of  bread. 

Senator  SiMON.  In  the  opening  of  your  remarks,  you  said  we 
would  be  forced  to  set  priorities.  Is  there  anything  wrong  with  forc- 
ing Congress  to  determine  that  we  are  going  to  have  to  live  within 
certain  means  and  decide  these  are  going  to  be  our  priorities? 
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Mr,  Hansen.  I  think  that  is  becoming  an  imperative,  and  I  think 
that  recent  history  has  shown  it.  There  is  nothing  wrong  with  tell- 
ing Congress  or  anybody,  every  individual  and  every  family  in  this 
country  has  to  make  decisions,  because  eventually  the  credit  runs 
out  or  something  happens,  and  we  have  to  live  within  our  means 
to  a  degree.  It  is  time  the  Congress  and  the  country  do  the  same. 

Senator  SIMON.  Mr.  Murphy,  you  used  the  phrase  "we  are  headed 
toward  economic  disaster."  GAO  uses  the  phrase  "we  are  headed 
iti^^M  economic  catastrophe."  There  is  not  much  difference  be- 
tween them.  But  the  opponents  argue  that  we  can  balance  the 
hrtdg^t  without  a  constitutional  amendment.  How  do  you  respond 
to  that? 

Mr.  Murphy.  It  has  not  been  done.  It  has  not  been  done,  despite 
the  deficit  crises  of  the  1980's,  in  which  there  were  numerous 
agreements.  Beginning  in  1982,  that  was  the  first  fiscal  year  we 
had  a  deficit  of  over  $100  billion,  and  then  the  next  year  it  went 
up  to  over  $200  billion,  I  believe.  Even  as  recently  as  1990  and  last 
August,  we  are  working  to  reduce  the  deficit,  but  we  are  not  get- 
ting any  closer  to  zero. 

Senator  Simon.  And  your  group,  Citizens  for  a  Sound  Economy, 
you  believe  that  if  we  are  to  have  a  sound  economy,  it  is  absolutely 
essential  that  we  have  a  balanced-budget  amendment,  is  that  cor- 
rect? 

Mr.  Murphy.  That  is  correct.  Absent  a  balanced-budget  amend- 
ment means  economic  prosperity  for  the  next  century  is  severely 
threatened  and  we  are  heading  toward  calamity. 

Senator  Simon.  We  thank  you  both  for  being  here,  for  your  testi- 
mony, for  your  work. 

Mr.  Murphy.  Thank  you.  Senator. 

Mr.  Hansen.  Thank  you. 

Senator  Simon.  Our  final  witness  is  Max  Richtman,  executive 
vice  president  of  the  National  Committee  to  Preserve  Social  Secu- 
rity and  Medicare. 

We  are  usually  on  the  same  side,  Mr.  Richtman,  but  this  time 
we  are  not  on  the  same  side.  But  we  are  pleased  to  have  you  as 
a  witness.  I  should  add  that  Mr.  Richtman  was  a  staff  member  for 
Senator  Max  Baucus  for  many  years,  and  Senator  Baucus  has 
made  a  significant  contribution  to  the  U.S.  Senate  and  to  the 
House  before  that. 

We  are  pleased  to  have  you  here,  Mr.  Richtman. 

STATEMENT  OF  MAX  RICHTMAN,  EXECUTIVE  VICE  PRESI- 
DENT, NATIONAL  COMMITTEE  TO  PRESERVE  SOCIAL  SECU- 
RITY AND  MEDICARE 

Mr.  Richtman.  Thank  you  very  much,  Mr.  Chairman. 

You  are  right,  we  are  almost  always  on  the  same  side  of  issues 
concerning  senior  citizens.  I  am  pleased  to  be  here  today. 

Last  night,  I  was  reading  this  week's  issue  of  Roll  Call,  and  there 
is  an  article  about  the  two  sets  of  hearings  going  on  this  week,  the 
hearings  that  the  chairman  of  the  Appropriations  Committee,  Sen- 
ator Byrd,  is  holding  on  the  balanced-budget  amendment,  and  your 
hearings,  and  the  last  two  sentences  of  the  article  in  Roll  Call,  I 
will  read  them: 
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BjTd  agreed  to  allow  Simon  to  testify  before  Appropriations,  after  Simon  re- 
quested to  appear,  but  then  scheduled  his  colleague  for  the  last  day  of  the  hearings. 
Simon  said  he  plans  to  testify,  despite  the  less  than  prime  spot. 

So,  today  you  and  I  have  something  in  common,  we  both  are  oc- 
cupying a  less  than  prime  spot.  Nevertheless,  I  am  very  pleased  to 
be  here  to  present  my  testimony. 

Senator  SiMON.  We  are  happy  to  have  you  here. 

Mr.  RiCHTMAN.  The  National  Committee's  approximately  6  mil- 
lion members  and  supporters  agree  with  you  that  the  future  eco- 
nomic growth  of  this  Nation,  as  well  as  the  financing  of  Social  Se- 
curity, will  be  enhanced,  if  the  budget  of  the  United  States  is 
brought  into  balance.  But  on  behalf  of  our  membership,  I  must  re- 
spectfully disagree  that  balancing  the  budget  requires  putting  So- 
cial Security  at  risk,  which  we  believe  the  balanced-budget  amend- 
ment does. 

Balancing  the  budget  requires  reasoned  decisionmaking  and  the 
courage  to  face  up  to  hard  choices.  It  also  requires  recognizing  the 
source  of  the  problem.  And  by  that  definition.  Social  Security 
should  be  excluded. 

I  agree  with  Jake  Hansen,  a  previous  witness  who  said  Social  Se- 
curity is  not  part  of  the  problem,  but  I  extend  that  logic  a  little  fur- 
ther, it  should  not  be  part  of  the  solution,  if  it  is  not  part  of  the 
problem.  The  general  revenue  budget  of  the  United  States  is  not 
in  balance  because  the  general  budget  expenditures  are  not 
matched  by  general  budget  revenues.  Social  Security  is  not  the 
problem  here. 

The  public  wants  the  budget  balanced.  However,  public  support 
for  a  constitutional  amendment  may  be  more  a  measure  of  public 
dissatisfaction  with  Congress'  failure  to  work  steadfastly  toward  a 
balanced  budget  than  it  is  of  support  for  changing  the  Constitution. 
But  if  you  really  want  to  see  the  public  dissatisfied,  particularly 
seniors,  try  including  Social  Security  in  the  budget. 

I  think  seniors  and  the  public  in  general  purely  believe  that  So- 
cial Security  is  independent  or  should  be  independent  of  the  Gov- 
ernment. We  know  that  the  Congress  is  right  now  working  on  leg- 
islation to  create  Social  Security  as  an  independent  agency,  and  I 
think  that  may  actually  happen  this  year.  To  us,  that  is  a  sign  of 
the  independence  that  Social  Security  deserves  and  should  be 
treated  with. 

Four  years  ago,  Social  Security  was  taken  out  of  the  budget.  It 
is  bad  enough  that  policymakers  all  but  ignore  current  law  and 
continue  to  rely  on  annual  surpluses  to  mask  a  portion  of  the  an- 
nual Federal  deficit.  Worse  yet,  proposals  for  a  balanced-budget 
amendment  currently  before  Congress  would  reinstate  Social  Secu- 
rity officially  as  part  of  the  budget  through  this  constitutional 
amendment. 

A  balanced-budget  amendment,  including  Social  Security,  we  be- 
lieve would  hurt  seniors.  Assuming  that  deficit  reduction  is  spread 
evenly  between  taxes  and  spending,  the  Treasury  Department  esti- 
mates that  Social  Security  benefits  would  be  cut  an  average  of 
about  $600  a  year  by  the  year  2000.  Of  course,  that  amount  would 
be  increased,  if  the  deficit  reduction  does  not  include  taxes,  but  is 
all  done  through  spending  cuts. 
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This  proposal  does  more  than  just  threaten  cuts  in  Social  Secu- 
rity. By  treating  Social  Security  as  just  one  more  Federal  expendi- 
ture, it  really  alters  the  very  character  of  the  program.  Social  Secu- 
rity today  is  exactly  what  it  was  established  to  be  almost  60  years 
ago,  a  publicly  administered  compulsory — I  think  that  is  impor- 
tant— compulsory  contributory  retirement  program  with  benefits 
paid  as  a  matter  of  an  earned  right. 

Many  of  the  supporters  of  the  balanced-budget  constitutional 
amendment  in  fact  are  in  favor  of  means  testing  Social  Security 
and  Medicare.  Other  supporters,  like  yourself,  do  not  in  any  way 
want  to  harm  Social  Security  beneficiaries.  Unfortunately,  this 
amendment  inevitably  will  breach  the  protective  wall  around  Social 
Security  and  make  means  testing  more  likely,  in  our  opinion. 

Congress  has  acted  with  fiscal  prudence  in  financing  the  trust 
funds.  This  year,  the  surplus  will  be  around  $60  billion.  Balancing 
the  budget  with  Social  Security  surpluses  compromises  the  trust 
funds,  making  it  less  likely,  rather  than  more  likely,  that  this 
money  will  be  there  when  it  is  needed. 

Our  6  million  members  are  not  blind  to  economics.  They  are 
aware,  as  you  are,  Mr.  Chairman,  of  the  need  for  responsible  deci- 
sionmaking regarding  the  future  of  Social  Security,  in  meeting  the 
Nation's  requirements  for  income  needs. 

But  our  members  believe  in  and  support  the  concept  of  Social  Se- 
curity benefits  as  an  earned  right.  They  want  to  know  that  the  pro- 
gram will  be  there  for  them,  their  children,  and  their  grand- 
children, and  they  are  concerned  at  the  recurring  threats  of  de- 
layed or  reduced  cost-of-living  adjustments  and  predictions  of  im- 
minent collapse  that  has  undermined  their  children  and  grand- 
children's faith  in  the  Social  Security  System. 

Social  Security  pays  its  own  way.  It  does  not  belong,  we  feel,  on 
the  same  table  as  other  government  expenditures.  Yet,  if  the  bal- 
anced-budget amendment  becomes  part  of  the  Constitution  and 
general  revenue  t£ixes  and  general  revenue  spending  are  not  in  bal- 
ance, much  of  the  weight  of  meeting  the  deficit  could  fall  on  Social 
Security.  It  would  be  on  the  chopping  block  along  with  every  other 
program  or  project  in  the  budget  to  meet  a  constitutional  mandate 
that  the  budget  be  balanced. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Richtman  follows:] 

Prepared  Statement  of  Max  Richtman 

Mr.  Chairman  and  members  of  the  Committee,  I  am  Max  Richtman,  Executive 
Vice  President  of  the  National  Committee  to  Preserve  Social  Security  and  Medicare. 
The  National  Committee's  approximately  six  miUion  members  and  supporters  agree 
with  you  that  the  future  economic  growth  of  this  nation  as  well  as  financing  of  So- 
cial Secvu-ity  will  be  enhanced  if  the  budget  of  the  United  States  is  brought  into  bal- 
ance. But  on  behalf  of  our  membership,  I  must  respectfvilly  disagree  that  balancing 
the  budget  requires  putting  Social  Security  at  risk  by  including  it  in  the  budget. 

Balancing  tne  budget  requires  reasoned  decision  making  and  the  courage  to  face 
up  to  hard  choices.  It  also  requires  recognizing  the  source  of  the  problem.  And  that, 
by  definition,  excludes  Social  Security.  Social  Security  is  not  part  of  the  problem; 
it  should  not  be  part  of  the  solution.  The  general  revenue  budget  of  the  United 
States  is  not  in  balance  because  general  budget  expenditures  are  not  matched  by 
general  budget  revenues. 

Amending  the  Constitution  is  a  drastic  and  unnecessary  step.  Instead  of  forcing 
Congress  to  face  up  to  its  responsibilities,  a  balanced  budget  amendment  could  en- 
able policy  makers  unwilling  or  unable  to  work  out  solutions  to  defer  action  until 
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the  amendment  was  ratified  by  38  states.  If  the  amendment  passes  Congress  but 
is  not  ratified  within  the  prescribed  time  Umit,  the  deficit  could  continue  to  balloon 
with  the  justification  that  the  public  does  not  support  a  balanced  budget.  If  ratified, 
decision  making  could  be  circumvented  by  leaving  programs  essentiadly  unchanged 
but  shifting  responsibility  for  paying  for  them  to  the  50  state  legislatures.  Or  the 
constitutional  mandate  could  be  ignored  leading  to  even  greater  public  cynicism 
about  politics  and  politicians  than  currently  exists.  Alternatively,  the  budget  could 
be  brought  into  balance  in  a  reasoned  and  responsible  manner. 

The  public  wants  the  budget  balanced.  However,  public  support  for  a  constitu- 
tional amendment  may  be  more  a  measure  of  public  dissatisfaction  with  Congress' 
failiire  to  work  steadfastly  toward  a  balanced  budget  than  it  is  of  support  for  chang- 
ing the  constitution.  But  if  you  really  want  to  see  the  public  dissatisfied,  try  includ- 
ing Social  Security  in  the  budget.  The  pubhc  wants  and  believes  Social  Security  is 
independent  of  the  government. 

Four  years  ago.  Social  Security  was  taken  out  of  the  budget.  It  is  bad  enough  that 
policy  makers  all  but  ignore  current  law  and  continue  to  rely  on  annual  surpluses 
to  mask  a  portion  of  the  annual  federal  deficit.  Worse  yet,  proposals  for  a  balanced 
budget  amendment  currently  before  Congress  would  reinstate  Social  Security  in  the 
budget  as  part  of  the  Constitution. 

A  balanced  budget  amendment  including  Social  Security  would  hurt  seniors.  It 
would  place  annual  COLA's  at  risk,  limit  consideration  of  any  improvements  no 
matter  how  badly  needed  and  even  threaten  current  benefits.  Assuming  that  deficit 
reduction  is  spread  evenly  between  taxes  and  spending,  the  Treasury  Department 
estimates  Social  Security  benefits  would  be  cut  an  average  of  $605  in  the  year  2000. 
The  cut  could  be  over  $1,000  if  deficit  reduction  does  not  increase  taxes,  i 

This  proposed  does  more  than  just  threaten  cuts  in  Social  Security  benefits.  By 
treating  Social  Security  as  just  one  more  federal  expenditure,  it  would  alter  the  very 
character  of  the  program.  Social  Security  is  not  a  super-collider  or  a  Hubble  tele- 
scope or  a  next-generation  B-1  bomber.  Social  Security  today  is  exactly  what  it  was 
established  to  be  almost  sixty  years  ago — a  publicly  administered,  compulsory,  con- 
tributory retirement  program  with  benefits  paid  as  a  matter  of  earned  right. 

Many  of  the  supporters  of  the  Balanced  Budget  Constitutional  Amendment  in  fact 
are  in  favor  of  means  testing  Social  Security  and  Medicare.  Other  supporters  like 
yourself  do  not  in  any  way  want  to  harm  Social  Security  beneficiaries.  Unfortu- 
nately, this  amendment  inevitably  will  breech  the  protective  wall  around  Social  Se- 
ciuity  and  make  means  testing  more  likely. 

Congress  has  acted  with  fiscal  prudence  in  the  financing  of  the  Social  Security 
trust  fiinds.  The  surplus  in  1994  will  be  $60  billion.  Balancing  the  budget  with  the 
Social  Security  surplus  compromises  the  Social  Security  trust  fund,  making  it  less 
likely  rather  than  more  likely  that  this  money  will  be  there  when  it  is  needed. 

Borrowing  will  not  be  counted  as  a  government  receipt  under  this  amendment. 
Borrowing  is  how  the  government  finances  its  deficit.  The  Senate  Committee  report 
explains,  however,  that  money  borrowed  from  Social  Security  "should  be  included 
in  receipts."  2  The  National  Committee  has  warned  the  public  that  this  is  what  the 
government  has  been  doing,  but  never  has  it  been  so  explicitly  stated. 

National  Committee  members  are  not  blind  to  economics  and  demographics.  They 
are  as  aware  as  you,  Mr.  Chairman,  of  the  need  for  responsible  decision  making  re- 
garding the  futiu"e  role  of  Social  Security  in  meeting  the  nation's  retirement  income 
needs.  But  our  members  believe  in  and  support  the  concept  of  Social  Security  bene- 
fits as  an  earned  right.  They  want  to  know  that  the  program  will  be  there  for  their 
children  and  grandchildren.  And  they  are  deeply  concerned  at  the  ever-recurring 
threats  of  delayed  or  canceled  COLA's  and  predictions  of  imminent  collapse  that  has 
so  undermined  their  children  and  grandchildren's  faith  in  the  system. 

Confidence  in  the  future  of  Social  Secvuity  can  be  restored  by  open  and  informed 
discussion  followed  by  any  changes  found  necessary.  If  the  program  is  to  fill  its  cur- 
rent role,  former  Social  Security  Commissioner  Robert  Ball  and  Henry  Aaron  of 
Brookings  Institution  believe  a  modest  payroll  tax  increase  in  2025  is  sufficient. 
Other  voices  suggest  further  increases  in  the  age  for  full  retirement  benefits  or  mod- 
est adjustments  in  the  ratio  of  benefits  to  pre-retirement  earnings.  These  are  issues 
that  snould  be  thoughtfully  debated  in  a  public  forum  such  as  the  hearings  and  de- 
liberations of  the  quadrennial  Social  Security  Advisory  Commission.  If  the  Balanced 
Budget  Constitutional  Amendment  is  passed,  it  is  much  more  likely  that  decisions 


1  Department  of  the  Treasury,  "The  United  States  and  the  Balanced  Budget  Amendment." 

2  Committee  on  the  Judiciary,  Unites  States  Senate,  "Balanced  Budget  Constitutional  Amend- 
ment: Report  together  with  additional  views  to  accompany  S.J.  Res.  41"  (S.  Report  103-163) 
p.  12. 
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to  reduce  the  Social  Security  COLA  will  be  made  in  a  conference  committee  to  pay 
for  disaster  reliefer  another  worthy  cause. 

This  is  not  idle  rhetoric  or  fear  mongering.  Social  Security  pays  its  own  way.  It 
does  not  belong  on  the  same  table  as  other  government  expenditures.  Yet  if  the  bal- 
anced budget  amendment  becomes  a  part  of  the  Constitution  and  general  revenue 
taxes  and  general  revenue  spending  are  not  in  balance,  the  weight  of  meeting  the 
shortfall  could  fall  on  Social  Security.  Social  Security  would  be  on  the  chopping 
block  with  every  other  program  or  project  in  the  budget  to  meet  the  constitutional 
mandate  that  the  budget  be  balanced. 

Senator  Simon.  Thank  you,  Mr.  Richtman. 

Let  me  assure  you,  as  you  know,  I  would  not  be  advocating  this 
if  I  thought  in  any  way  this  puts  Social  Security  at  risk.  Do  you 
believe  that  persistent  deficits  do  threaten  Social  Security  in  the 
long  run? 

Mr.  Richtman.  I  think  that  they  do,  and  I  think  that  seniors  in 
general  agree  with  that.  They  believe  that  the  deficit  needs  to  be 
solved  and  they  believe  that  we  are  moving  in  that  direction.  What 
we  really  are  concerned  about  is  being  boxed  into  a  specific  time- 
table that  would  perhaps  accelerate  the  drive  toward  balancing  the 
budget  to  the  point  where  it  really  goes  out  of  control,  and  pro- 
grams that  are  very  important  are  cut  when  they  are  not  ready  to 
be  cut. 

Senator  SiMON.  You  say  we  are  moving  in  the  direction  of  a  bal- 
anced budget.  These  are  the  CBO's  latest  figures,  and  you  will  see 
we  are  moving  down  in  1994  and  1995,  and  then  we  move  back  up, 
and  if  we  went  beyond  the  year  2004,  it  would  start  going 

Mr.  Richtman.  I  recognize  the  chart,  Mr.  Chairman.  When  I  say 
moving,  I  am  talking  about  up  through  1996  and  those  outyears  I 
think,  as  far  as  I  understand  that  chart,  the  spiraling  cost  I  think 
is  due  largely  to  health  care  costs,  and  I  think  that  line  that  goes 
up  dramatically  would  be  changed  dramatically  with  health  care 
reform,  not  with  the  balanced-budget  amendment. 

Senator  SiMON.  The  CBO  assumes  that  there  will  be  a  $12  billion 
a  year  cost,  so  if  you  take  the  administration  figures  in  terms  of 
health  care — and  I  frankly  do  not  know  who  is  right — ^but  it  would 
move  the  line  down  just  a  fraction,  not  even  the  width  of  that  red 
line. 

If  we  should  pass  this,  my  strong  feeling  is  that  at  that  point  we 
ought  to  get  some  people  together  and  say— because  fiscal  year 
1995  is  pretty  well  along  the  way  and  I  do  not  think  we  can  change 
much  in  terms  of  fiscal  year  1995— but  I  think  we  ought  to  be  look- 
ing then  in  fiscal  year  1996  starting  to  pull  together  some  people 
and  say  how  do  we  set  the  right  priorities. 

If  this  does  pass,  would  you  be  willing  to  be  part  of  a  group  that 
gets  together  and  says  let's  look  at  the  priorities,  let's  see  what  we 
can  do  to  see  that  we  get  this  Nation  moving  in  the  right  direction 
fiscally? 

Mr.  Richtman.  Of  course,  if  this  does  pass  and  become  part  of 
the  Constitution,  we  would  welcome  any  chance  to  have  input  to 
setting  these  priorities.  You  asked  the  question  of  the  previous  wit- 
nesses, is  there  anything  wrong  with  forcing  Congress  to  set  prior- 
ities, and  they  said  no.  I  say  the  same  thing,  there  is  nothing 
wrong  with  it.  But  I  think  that  the  voters  force  Congress  to  set  pri- 
orities, and  I  think  that  that  is  where  the  responsibihty  and  the 
accountability  lies. 
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Senator  Simon.  Well,  the  difficulties  with  the  voters — and  I  used 
this  illustration  at  an  earlier  hearing — when  I  was  first  elected  to 
the  State  legislature,  a  man  wrote  to  me  from  Roxana,  IL,  and  he 
had  13  points  to  his  letter.  The  first  12  were  increased  services  he 
wanted  from  government,  and  the  13th  point  was  to  cut  taxes,  and 
we  have  almost  adopted  his  program. 

We  have  to  recognize  that  what  is  popular  is  not  going  to  solve 
this  problem.  We  are  going  to  have  to  make  some  tough  choices. 
But  we  have  to  make  sure  that  we  protect  Social  Security  retire- 
ment in  the  process,  because  that  is  not  a  part  of  this  cause,  as  you 
have  testified  and  as  the  previous  witnesses  have  testified. 

Mr.  RiCHTMAN.  We  agree  on  that. 

Senator  Simon.  I  appreciate  that. 

This  is  the  end  of  the  hearing,  and  let  me  thank  all  the  witnesses 
for  being  here.  We  appreciate  your  testimony.  The  very  first  wit- 
ness, former  Senator  Paul  Tsongas,  said  this  may  be  the  most  im- 
portant vote  cast  in  the  20  years  he  has  been  watching  Congress. 
I  think  that  may  very  well  be  the  case.  It  really  is  a  critical  vote, 
whichever  side  of  the  issue  we  are  on. 

Thank  you  very  much. 

Mr.  RiCHTMAN.  Thank  you. 

Senator  SiMON.  Our  hearing  stands  adjourned. 

[Whereupon,  at  3:20  p.m.,  the  subcommittee  was  adjourned]. 
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